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PEEFACE TO THE FIRST EDITION. . 


The character and scope of this treatise I have en- 
deavoured to explain fully in the introductory chapter ; 
it remains for me here to acknowledge my debts 
to the works that have chiefly aided me in com- 
posing it. After J. S. Mills book, from which I first 
learned political economy, and on which the pj-esent 
work mtist be understood to be primarily founded, I 
believe that I owe most to J evons’s Theov}j of Political 
Economy, the leading ideas of which have been con- 
tinually in my thoughts. I am also considerably in- 
debted both to Cairnes's Leading Prmciples of Political 
Economy and to*the of Industry, by Mr and 

Mrs Alfred Marshall, together with some papers by 
Mr Marshall on the theory of Value diagrainmatically 
treated, which have been privately printed ^ I have 
also derived valuable suggestions from Mr Hearn’s 
Plutology, and from Mr F. A. V/?ilker s Wages ; also 
from Mr Macleod, as regards the theory of Money, and 
to some e;xtent in treating of Wealth and Capital — 

^ Mr Mftra hn.ll also lent me for perusal, several years ago, some MSS*on 
Foreign Trade which have not — so far as I know — been printed 
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though I do hot agree with most of Mr Macleod’s views. 
I must also express my obligations to the writer of an 
article on “Industrial Monopolies” in the QuaTterly 
B&oiew of Pctober 1871. 

Among foreign writers, I have derived most assist- 
ance from the works of Professor A. Wagner and the 
late Professor A. Held; especially from the former’s 
elaborate systematic treatise on the subject. I am also 
indebted to Cournot’s Principes Mathmiaiiques de la 
Theorie des Richesses, and to Schaffle’s Quintessenz des 
Socialisjuus and Bait und Lebcn des Socialm Kbrpers, 

Finally, I must acknowledge gratefully the aid 
that many friends have kindly given me, by supply- 
ing information or suggesting corrections required for 
various portions of the work while it was in progi-ess ; 
amoifg whom I must particularly mention Mr F. W. 
Maitland, of Lincoln’s Inn, and Mr J. N. Keynes, 
of Pembroke ColJege, Cambridge. To the latter I 
am especially indebted for his kindness in reading 
and criticising the proof-sheets of the greater part 
of the book : which has enabled me to improve it 
in many respects. 

H. SlDGWICK. 


March 1883. 
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PKEFACE TO THE SECOND EDITION. 

In revising the book for a second Edition I hav,e 
carefully considered all the published criticisms of it 
that I Ijave seen, and also the criticisms that have been 
kindly sent me in private by several persons — among 
whom I ought especially to thank Mr F. Y. Edge- 
worth, Mr Carveth Head, and Mr P. H. Wicksteed. 
I have usually modified, and sometimes rewritten, the 
passages criticised : but I have not alteicd my views 
on any point of fundamental impoftance. I have also 
endeavoured to shorten and simplify severa^ pi'rts of 
my exposition which appeared to rne needlessly prolix 
or complicated : and have thus been able to make room 
for a certain amount of new matter without iraterially 
adding to the size of the book. Further, I have been 
aided in my revision by some of the books on Political 
Economy which have appeared since my first Edition ; 
to some of these I have had occasion to refer by name 
in notes : of those to which I have not so referred the 
most important i»the Handbuch der polilischen Oekono- 
mie, edited by G. Schonberg. I mxist also thank 
Mr Keynes and Professor Fox well for useful sugges- 
tions which they have made, at iny request, on certain 
sections of the book while it was passing through the 
press. 

H. SlDUWlCK. 


Aufjufft 1887 . 
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PREFACE TO THE THIRD EDITION. 

In preparation for a new Edition of this work 
Professor Sidgwick had made notes of certain modifi- 
cations that appeared to him to be desirable. These 
modifications have now been introduced; but they 
are not numerous or of fundamental importance. The 
further changes in this Edition consist mainly in the 
incorporation, principally in Chapters 2 and 3 of the 
Introduction, of portions of articles contributed by 
Professor Sidgwick to Mr Palgrave^s Dictionary of 
Political Economy, It was the author’s wish, ex- 
pressed when these contributions were originally sent 
to Mr Palgrave, and repeated to me shortly before 
his death when he asked me to prepare this Edition 
for the j)ress, that such use should be made of the 
articles ; and the requisite permission has been readily 
given by Messrs Macmillan and Co., who are the 
publishers of the Dictionary^ as well as by the editor. 

I desire to express my indebtedness to Mrs 
Sidgwick for the aid she has given me in revising 
the proof-sheets. 

J. N. Keynes. 


November 1901. 
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ideal, by a judicious and gradual extension of govern- 
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7. W6 tthould Aim at proportioning taxation mainly to that 
iwrt of the taxpayer’s income which is not spent in 
necessaries, nor in ways socially useful, nor saved : the 
adjustment can at best be rough, especially if taxes be 
largely laid on commodities — a method, however, which 
is on several groimds to be recommended, 
ft. The incidence of taxes is hard to determine, from the vary- 
ing degrees of completeness and rapidity with which 
their burden tends t<i lie transferred : illustrated by 

taxes on incomes, taxes on land, 

9. and taxes on production, which as being “indirect” taxes 
are sometimes thought to be transferred completely to 
the consumers ; though in fact the rapidity and even the 
extent of the transference varies much according to cir- 
cumstances 

10. Such taxes arc liable to ciiuse an extrfi h>ss to consumers, 

over and aliovti the gain to the treasury. 

11. Taxes oil in1ieritaiic>e rotpiire sjiecial and nc'.|)arate ti*cat“ 

ment 
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of (a) ignorance, 

2. and (b) ntiini. l^roixjrly understood, it does not generally 

justify a man in exacting more tlian the normal coin- 
Ijetitivc price fur his service ; but it shews the danger of 
condeiiining any one for taking full advantage of com- 
lietitioii, except in wise of extreme iumhI, when humanity 
I'equires some gain to lie foregone 

3. Economic teiu^hiug has had a doubtful effect on the current 

dislike of “rings” and other combinations, and on the 
severer censure commonly iiassod on “making work,” 
“scainjiing w'ork,” &c 

4. Tlio egoistic influences of the individualistic organisation 

of industry need to be counteriicted : hence the monxl 
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5. Political economy has exploded the fallacy that the luxu- 

rious expenditure of the rich benefits the jioor ; but it 
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CHAPTER I. 

THE PRESENT STATE OF ECK)NOMlC OONTROVERSV TN ENGLAND 
AND THE SPECIAL AIM OF THE PRESENT WORK. 

§ 1. Some thirty-five years age, both the Theory of Politicjal 
Economy in its main outlines, and the most important practical 
applications of it, were considered as finally settled by the great 
majority of educated persons in England. Two causes appear 
to have chiofly co-operated in producing this result. The pro- 
sperity that htid followed on the abolition of the corn-laws had 
given prac:tical men a most imjiressive and satisfying proof of 
the souiKlness of the abstract reiisoning by which the expediency 
of Free Trade hiid been inferred ; and a iiuisterly ex}K>sitor of 
thought (J. S. Mill) had in 1847 published a treatise containing 
a skilful stjxtenient of the chief results of the controversies of 
the prt*.ceding generairfon ; in which the doctrines of Ricfirdo 
were presented with many of thi* reejuisite explanations and 
(pialifieations, and much of what wfis sound in the objections 
iind supplementary suggestions of other >^Titers was duly taken 
into account. It seemed that the scionci had jit length emerged 
from the state of polemical discussion on ^uudamentiil notions 
and principles, and that whatever further ! omained to be done 
would be building on a foundation already laid. J. S. Mill’s 
language had a considerable sharti in producing this belief. 
No English thinker, since Locke, who has exercised so wide and 
intense an influence on his contemporaries, has been generallyt 
so little open to the charge of overrating the finality-v-as regards 

8. P. E. 
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either substance br form — of the theories he has expounded: 
and no one since Bacon has been more concerned to point the 
way to the illimitable worlds of knowledge that remain to be 
conquered. Hence it is all the more remarkable that he should 
have commenced his account of value with the unhesitating 
assertion ihat there is nothing in the laws of value which 
remains for the present or any fixture writer to clear up : the 
“ theoiy of the subject is complete.’* It is not surprising that 
the younger generation, to whom his treatise soon became the 
chief— -and often the sole — source of economic knowledge, should 
be equally confident ; and that it should become the fashion to 
point to Political Economy as unique among moral sciences 
for the clearness and certainty of its methtxl and the admitted 
trustworthiness of its conclusions. 

Probably many of the generation taught by J. S. Mill were 
not awai’e how recent was the date of this confident tone. 
In fact, however, during the second quarter of the nineteenth 
century almost every English writer on Political Economy 
took note in some fonn or other of the rudimentary and un- 
settled condition of his study. For example, Senior, in an 
Introductory Lecture delivered before the Univensity of Oxfonl 
in 1826, spoke of the science as “in that state of imperfect 
“ development, which... throws the greatest diflSculty in the way 
“of a beginner and consequently of a teacher, and offers the 
“ fairest scope to the objections of an idle or interested adver- 
“saiy.” Malthas’ in the following year remaiked that “the 
“ differences of opinion among political economists ” have “ of 
“late been a frequent subject of complaint.” The Edinburgh 
Reviewer of M‘‘Culhx:h’s first edition, (1881) characterised 
Political Economy as “a moral science of which the doctrines 
“ are not recognised ” : and M®Culloch himself, through his suc- 
cessive editions, was obliged to note that “ the differences which 
“ have subsisted among the most eminent of its professors have 
“proved exceedingly unfavourable to its progress, and have 
“generated a disposition to distrust its best established con- 
“ elusions.” Even in 1852, when he 'again addressed the Dni- 
versity of Oxford, Senior announced that his subject was still 
“ in a state of imperfect development,” and devoted his first 


’ Definitions in Political Economy (preface). 
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lecture to an explanation of "the causes tflat have retarded 
"its progress.” 

No doubt many of these writers express a confident hope 
that this * retardation’ will soon cease. McCulloch has no doubt 
that “ the errors with which the science was formerly infected 
"are fast disappearing,” and Colonel Torrens ventures fb prophesy 
more definitely that “twenty years hence there will scarceljp 
"exist a doubt respecting any of its more fundamental principles.” 
And by th^ time that Mill’s work had gone through several 
editions an impression began to prevail widely that this better 
time had actually arrived. The generation whose study of 
Political Economy commenced about 1860 were for the most 
part but dimly conscious of the element of stormy controversy 
from which the subject had so rcicently emerged ^ It is 
true that there were still loud voices heard on the opposite 
side; but comjiamtively little notice was taken of them. 
For instance, the condemnation of Political Economy by 

> The following extract from an article in the Edinburgh Kevieic, vol. 114, 
by Sir James Stephen, appears to represent accurately the view of the sub- 
ject which was current about the time (1S61) that it was written: and it is 
all the better evidence of the general state of opinion, because it ^curs 
incidentally in an article on * English Jurisprudence.' “Tliat some depart- 
“ments of hiftnan conduct are capable of being classibed with suHicient 
** exactness to supply the materials of a true science is conclusively proved by 

“ the existence of Political Economy.” “Political Economy is the only moral 

“science in which definitions of fundamental terms sufficiently accurate to 
“ obtain general currency amongst all persons conversant with the subject have 
“ yet been produced. The consetjuenoe has been that the conclusions of those 
“who understand the science are accepted and actini on with a degi’ee of 
“confidence which is felt in regard to no other speculations that dea' with 
“human affairs. Political •Economists can appeal to the only test which really 
“measures the truth of a science — snecess — with as much ooiitidence as 
“ astronomers. The source of their snccess has been that they have succeeded 
“in affixing a precise meaning tp words which had for ages been used by 
“ millions who attached to them vivid but not definite notions, such as wages, 
“ profits, capital, value, rent, and many others of the same kind.” 

The preface to Fawcett’s Manual — first published In ISfiS — exhibits the 
same undoubting confidence in the established sciemiiio character of Political 
Economy. It begins witli the following sentences: 

**I have often remarked thtt Political Economy is more frequently talked 
“about than any other science, and that its principles are more frequently 
“appealed to in the discussions of ordinary life. No science, however, is 
“ perhaps more imperfectly understood. • 1 believe that profound mathema- 
“ ticians, or accomplished geologists and botanists, are far more numerous than 
“ teal masters of the principles of Political Economy.” 

* 1—2 
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Augiiste Comte Vas generally disregarded — in spite of the 
great and growing interest that "was then taken in the Positive 
Philosophy — as being plainly imJevant to MilPa exposition of 
the subject ; in fact, it seemed to be based on a misunderstand- 
ing nearly as palpible 4is that involved in the vulgar dislike of 
the political economist as a preacher of the gosi)el of Mammon, 
^nd selfishness. I hardly think that even the eloquent diatribes 
of Mr Frederic Harrison* induced any considerable number of 
readers — outside the working classes — even to doubt the esta- 
blished position of economic science. Nor did the elaborate 
attacks made by Mr Macle()d* on the received doctrines succeed 
in attracting public attention : his books were bought and read, 
but werc valued almost exclusively for their information on the 
special subject of Banking. Mr F. D. Longe s refutation of the 
Wages-Fund Theory (1807) fell quite dead : even the QuaHerly 
Revieiv, which in 1871 attjicked Thom ton for ignoring his 
obligations to Mr Longe, and sneered at Mill for iuimitting 
when urgiid by a friend a hostile argument to th(^ forci' of 
which he had previously rc‘mained deaf, hjwl up to that date 
never found occasion to mention Mr Lfmge s name. 

In 1871, however, these halcyon days of Political Economy 
had passed away. Their tenninatiou was of course^not abrupt; 
but so far tis any date c^n be fixed for it, I should place it 
at the appearance of Mills nt>tice of Thorntons book On 
Labour in the Fortnvjhtly Review of March, 1809. I do not 
think that the work itself, «apart fnan the review, would have 
produced so much effect; since Thornton's criticism of the 
Theory of Value shewed so serious a misaj) 2 >rc*hensioii of the 
general relation which economic theoiy necessfxrily beai’s to 
economic facts, that a disciple of Mill might be j)ardoned for 
underrating the real use and imj)ort.ance f)f this and other parts 
of Thornton's book. But th(‘ manner in which Mill rejilied 
to this criticism aj)j)ear(!d to most of his disciplt^s highly 
unsatisfiictory, and the fiicility with which he resigned a 
doctrine (the old * Wages-Fund Theor^^ ') which he had taught 
for years caused thorn an unexp(‘cted shock ; thus they were 
naturally led to give a more respectful attention not only to 

* Cf. Fortnightly Review, 18G5. 

^ * In his Theory of Banking, 1855-6, and bin Dictionary of Economical 

Philoaophy, 1863. 
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Thornton’s asstiults, but also to other utterances of dissent 
from economic orthodoxy to which they had hitherto turned a 
deaf eaj*. A second shock was given in 1871 by the publication 
of Jevons’s Tlteitry of Political Ec(momy\ which took up in 
reference to the received mode of treating the subject an 
attitude almost similar to that which each new metaphysical 
system has hitherto adopted towaids its predecessors. Again, 
in 1874, Caimes’s Leading PHnciples of Political Economy, 
though written by a disciple of Mill and in fundamental agree- 
ment with his doctrines, still contributed to impiir the unique 
prestige which Mill’s exposition had imjoyed for nearly half a 
generation. As a controversialist Caimes, though scruj>ulousIy 
fair in intention, was deficient in intellectual sympathy; he 
could hardly avoid representing any doctrine that he did not 
hold in sucli a way as to make it ahnost inconceivable to his 
rejulens that it could possibly have berm maintained by a man 
of sense ; and when this treatment was applied to some of his 
luast-er’s most important statements, the expressions of pemona) 
regal'd for Mill by which it was accompinied only made the 
result seem more damaging to a roiuler who was convinced by 
Cairnes’s reasoning. Meanwhile the strife between La'o»>iif and 
Capital hfa¥ come tt> occupy more and more of the attention of 
cultivated society ; and the conviction liad gmdually gained 
ground that Political Economy had failed to ascertain the “ law 
“that determines the stable equilibrium of work and wages 
and even that “ the attempt to solve great industrial questions 
“on the hypothesis which Mr Mill states to be the fundamental 
“ one of Politicjil Economy ” — i.e., that men are govemed by 
self-interest only — is to confuse rather than to elucidate the 
“ problems which it behoves us to investigate.” 

In short, when the concluding quarter of the nineteenth 
century began, it was evident that Political Economy hiid returned 
to the condition in which it wjis in tiie sc?ond quarier; and 
that M*‘Cullochs melancholy admission toat “the differences 
“ which have subsisted among the most eminent of it*^ professors 
“ have proved exceedingly unfavoumble to its progress, and have 
“generated a disjjosition to distrust its best established con- 
“ elusions” was again only too applictiblc. This unfortunate 


1 Of. Edinburgh Review, vol. 188, 1873. 
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result would probably have been brought about merely by the 
disputes and divergences of opinion among economists who 
adhered to the mode of treating the subject which Ivas pre- 
vailed in England since Ricardo. But a powerful contribution 
to it was ‘supplied by a thoughtful and independent writer, 
Cliffe Leslie j who in 1870, in an article on the Political 
Economy of Adam Smith, began that attack on the * Ricardian ’ 
or ‘ k priori * method which he continued in several subsequent 
articles, afterwards reprinted in his Essays Moral and Political. 
One part of ClifiFc Leslie’s work consisted in drawing the 
attention of English economists to the movement in opposition 
to their method which had for some time been carried on in 
Germany, and which has since gained strength and exercised 
a wide influence outside Gennany itself. The leaders of this 
movement, however widely they also differ among themselves, 
are generally agreed in repudiating as “ Manchesterthum ” — or 
even “ Smithianismus ” — the view of Political Economy mainly 
adopted in England; and their influence has constituted an 
additional force under which disputes jjs to particuhir ckx;- 
trines among English economists have tended to broaden into 
mord fundamental controversy as to the general method of 
detiling with economic questions. A reliction manifested 
itself in the so-called Austrian school who, in ojjposition to 
the Gennan historical school, insist on the importance of an 
abstract treatment of economic science, and who have cxei-ted 
some influence in England. The doctrines of this school differ 
widely, however, from the doctrines generally accepted in England 
thirty-five years ago, and their innovations have given rise to 
fresh controversies. 

At the same time the opj)osition of influential artisans to 
the traditional Political Economy has not diminished, if a 
judgment may be fonned from Mr Howell’s Conflict of Labour 
and Cajntal ; it has only changed somewhat fi’om sullen distrust 
to confident contempt : while, finally, the great practical success 
of Free Trade — which, as was obsepod at the outset, con- 
tributed largely to the prestige enjoyed by Political Economy 
during its halcyon days in the third quarter of the last cen- 
tury — has recently been called in question by an apparently 
•growing party of practical men; and is certainly rendered 
dubious thfough the signal disap]iointment of Cobden’s confident 
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expectations that the example of England wouia be speedily 
followed by the whole civilised world. 

§ 2^ This brief sketch of the recent history and present 
condition of Political Economy in England has seemed necessary 
in order that an explanation may be given of the exact object of 
the present work, which has been written in the belief that tho 
reaction above described against the treatment of PoliticfiH 
Economy as an established science, whilst inevitable and even 
salutiiry, haft been carried too far, so that the waves of disputation 
are in danger of submerging the really sound and valuable 
results of previous thought. My primary aim, then, has been to 
eliminate unnecessary controversy, by stilting these results in a 
more guarded manner, and with due attention to the criticisms 
and suggestions of recent writers. Several valuable contribu- 
tions to abstract economic theory have been miule by Caimes, 
Jevona, and others, vrho have written since Mill; but in my 
opiiii<jn they generally admit of lieing stated in a ff>rm less 
hostile to the older doctrines than their authors supj)Ose. In 
thic same way the opposition between the Inductive and Deduc- 
tive Methods appears to have been urged by writers on both 
sides in needlessly sharj) and uncompromising tt‘r '.s^ An 
endeavour •will be made to shew' that there is an important 
part of the subject to which economists are gcmerally agn^ed in 
applying a mainly inductive or “realistic” treatment. On the 
other hand, there are probably few who would deny the utility 
and (iven indisjKJiisability of deductive reasoning in the Theory 
of Distribution and Exchange; provided only the assump- 
tions on which such reasoning proceeds are duly stated, and 
their partially hj^othetical character continually borne in mind. 

I fully admit the importance of this latter proviso; accordingly 
in those parts of this work in which I have used chiefly deduc- 
tive reasoning, I have made it ;uy special aim to state ex])licitly 
and keep clearly in view the limited and conditional applica- 
bility of the conclusions attained by it. 

With this view I have been generally careful to avoid any 
dogmatic statements on practical points. It is very rarely, if 
ever, that the practical economic questions which are presented 
to the statesman can be unhesitatingly decided by abstract 


^ Of. post. Chapter iii. 
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reaHoning from elementary principles. For the right solution 
of them full and exact knowledge of the facts of the particular 
case is commonly required; and the difficulty of ascertaining 
these facts is often such as to prevent the attainment of posi- 
tive conclusions by any strictly scientific pnxsedure. 

At the same time the function of economic theory in relation 
fo such problems fe none the less important and indispensable; 
since the practicsil conclusions of the most untheoretical exj)ei*t 
are always reached implicitly or explicitly by some kind of 
reasoning fh)m soiiie economic principles ; and if the principliis 
or reasoning be unsound the conclusions can only be right by 
accident. For instance, if a practical man affinns that it will 
promote the economic welfare of England to tax certain of the 
products of foreign industry, a mere theorist should hesitate to 
contradict him without a careful study of the fiicts of the wise. 
But if the pnictical pers<m gives as his reason that “one-sided 
“fi^ee ti-ade is not free trjwlc at all,” the theoiist is then in a 
position to point out that the general arguments in favour of 
the admission of foreign products are mostly independent of 
the question whether such admission is or is not reciprocated. 
So again, if it is argued that, in order to remedy agricultuml 
depression in this country, a restriction of freedom /)f contract 
and freedom of bequest is imperatively required, it would be 
presumptuous to affirm dogmatically that such restrictions are 
undesirable. Hut if the twlvocjite of these I’cstrictions exjdains 
that they mv re(piired in order that more farming ca])ital may 
be applied to the land, it then becomes opjiortune to shew him 
that 80 far as land in England is cultivated, on the average, 
with an amount of capital larger than that which would give 
the greatest pi'oportional produce, and so far as the fall in 
farmera’ profits is due to increased facilities of foreign imjKWta- 
tion, the mere application of more capitiil to the land would 
tend to aggi-avate the fall. And similarly in dealing with other 
questions of the day, abstract economic arguments almost always 
come in, and are almost iU5ver by themselves decisive. 

In thus making prominent the hypothetical chaiucter of 
the deductive reasonings of Political Economy, I am follow- 
ing the lines laid down by J. S. Mill in his general account of 
qconomic method — as ex|wunded most fully in his Essays on 
Unsettled Qi^estions in Political Economy (1848). l^his view of 
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the subject rendered his whole treatment of it more profoundly 
diiferent from that of Ricardo and James Mill, than is at first 
apparent to hasty readers; though, as was only natural, the 
modi^cations in the old doctrine, which its consistent applica- 
tion required, were not always carried out with perfect pi'ecision 
and completeness. Still, the work that was actually done by M^ll 
in supplying corrections and limitations to the dogmatism of 
the earlier Ricardian school seems to me to have an inqiort- 
ance whiclf some recent critics have overlooked ; and to which, 
in iiiy present attempt to carry this work a stage further, 1 am 
especially called upon to do justice. 


Note on Ricardo and J, <S. MilL 

Til the preface to the second edition of Jcvons’s Theory of 
Political Economy — a work which was the most important con- 
tribution to economic theory that had liecn made in England for a 
generation — the lamented author announces as a conclusion to 
which he is “ever more clearly coming, that the only hope of 
“ attaining *a true system of Economics is to fling aside, once and 
“ for ever, the mazy and prepostei-ous assumptions of the Ricardian 
“ School He subsequently speaks of the doctrines of this sch(M»l 
as “llicardo-Mill Economics,” explaining how “that able but wrong- 
“ headed man, David Ricardo, shunted the car of Economic science 
“on to a wrong line, a line, however, on which it was furthiT urged 
“ towards confusion by his equally able and wrong-headed admirer 
“John Stuart Mill ”3 * 

The expression of opinion in these passages appears to me exag- 
gerated and violent, even so far as Ricardo is concerned ; while sc* 
far as it applies to Mill I cannot but regaid it as entirely false and 
miskiading. I certainly should agree with Jevons in deprecating 
as excessive and overstrained the eulogistic language in which many 
competent jmlges have descrilied the work of Ricardo. Though 
undoubtedly an original and important thinker, I cannot perceive 
that Ricardo was a thoroughly clear and consistent reasoner ; and it 
has always seemed to me highly unfair to the deductive method 

* Theory of Political Economy, preface, p. xlix. 

* L. r. p. Ivii. 



CHAPTER IL 

SCOVE OF POLITICAL ECONOMV. 

§ 1. Political Economy, in England at least, is now almost 
universally underatood to be a study or inquiry concerned with 
the Production, Distribution, and Exchange of Wealth in a 
society. I shall afterwanls^ propcjse, in certain parts of the 
inquiiy, to substitute for ‘wealth* a term which will include the 
transient utilities resulting from labour — which we call ‘ser- 
vices’ — as well as the utilities “emlxMlied in material objects” 
to which the term ‘wealth* is commonly restricted. But since 
the relations of men to Wealth, strictly taken, will i#i any case 
constitute the chief object of our study, we may acquiesce 
provisionally in the definition above given: undei’standing that 
by ‘ Production of wealth * is meant the pnxliiction of new 
value or utility in pre-existing materials; and that under the 
head of ‘Distribution and Exchange* we examine, not the 
material processes by which goods are conveyed from place to 
place®, or the legal jinjcesses by which they are transferred 
from owner to owner, but the different jiroportions in which the 
produce of industr}' is shared among this diffei*ent economic 
classes that have co-operated in pnKlucing it, the ratios in which 
diflFerent kinds of wealth are exchanged for each other, and the 
causes determining thijse proportions and ratios. 

A more fundamental divergence of opinion relates to the 
point of view from which Political Economy contemplates these 

^ Gf. Book I. Cliapter iii. 

2 It may be obaervod that ** distribution” in this material sense is, in the 
^ew of the political economist, a kind of production, since it adds to the utility 
and value of the goods conveyed. 
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relations.- Is its primary aim to establish cjertairi general pro- 
positions, either positively or hyi)otheticalIy true, respecting the 
coexistence and seciuence of facts, or to give practical niles for 
the attainment of certain ends ? Is it, in short — to use an old 
distinction recently revived in this connexion — a Science or an 
Art ? The former view is that now generally adopted by writers 
on economic theory in England. Their treatises no doubt in- 
clude topics belonging admittedly to Art rather than to Science ; 
namely, tht discussion of the principles on which Taxation should 
be managed and of the general nature and limits of Governmental 
interference, so far as it affects the amount or the distribution 
of the national wealth. But these matters arc generally handle<l 
by the writers in question under the head not of Political 
Elconomy strictly speaking, but of its application to Politics 
or the Art of Government. They hold that the prec(q)ts or 
ndes of this de[)artment of practice are properly based, in a 
gi-eat rnejisure, on the generalisjxtions or deductions of Economic 
Scitmee; but thcjy (h) not mean these rules of Art when they 
speak of the ‘laws of Politiail Ec*onomy*; and they have 
frequently censured as a vulgar liiror the habit of thinking 
and speaking of economic ‘laws* ?is liable to ‘ vi<»lr*ioii^’ and 
iis needing to be realised by voluntary conformity t>r even 
enforced by public opinion. Still this habit has been found 
very difficult to eradicate*; and indeed, the sharp distinct.iou 
which English economists have dnxwn b(.*tween econcmiic 
thef»ry and its application to pnictice has not worked itself 
into the common thought even of cultivated Englishmen, and 
it hfis not been genemll}^ accepted by Continental writers. 
When, in disc.ussing the siime matters, one set of disputants 
blend the consideration of ‘ what exists ’ or ‘ tends to exist ’ 
with the consideration <.>f ‘ what ought to be done./ while anotluT 
set emphatically distinguish the two questions, the gravest 
inisunderstiiuding is likely result: hence it seems very 
importiint to examine carefully the cruises and the justifica- 
tion, if there be any, of this widesprea<i confusion— or at least 
fusion — of distinct inqiTiries. 

’ 1 think it may be said that, at leaflt in nine caHes out of ten, when reference 
is made by public speakers or journalists to the laws of Political Economy, it is 
implied that Political Economy prew.ribe» “freedom of contract,” and does 
merely assamo it as a condition of the applicability of its conclusions. 
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§ 2. The causes are partly historical or linguistic; partly, 
again, they lie deep in the nature of the subject and the normal 
conditions of the application of the human intellect to practice. 
To begin with the former, we may observe that the gfbneric 
term Elcono^ny has always denoted an Art or method of attaining 
a practical end rather than a Science, and that it has naturally 
been found difficult to alter its meaning altogether in prefixing 
to it the epithet Political; especially since, the compound 
‘ politico-economical * having been found unendurable, the 
simple ‘economicar has been used to do adjectival duty both 
for ‘economy* and ‘political economy.* Recent writers, it is 
true, have generally used ‘economic* as the adjective corre- 
sponding to ‘ political economy * : but though they have thereby 
to some extent obviated an ambiguity of language^ they have 
not done away with the general impression that Political 
Economy is one bninch of a larger subject which includes 
Domestic Economy as another branch. This, of course, was 
the relation of the two studies as originally conceived : other- 
wise the term Political Economy would never have come into 
use. “ Economy ’* originally meant, in Greek, the management 
of thg affairs of a household, especially the provision and ad- 
ministration of its income; and it was because a (ponarch or 

^ It ia worth obaorving that, in its current use, the adjective economic " 
retains its relation to '* economy ” in the department of Production, where — as 
will be pointed out subaequently— the line between Science and Art la par- 
ticularly difficult to draw. Thus when the word ** economic” ia used either 
along with such terms as **gain,” **loss,” ** advantage,” ** drawback,” or as a ' 
term of approval implying gain or advantage, it always refers to the relation of 
cost or expenditure to the quantity of some result attained by it. An arrange- 
ment ** economically” preferable to some other is one that produces either a 
given result at a less cost or a greater amount of a certain kind of result at no 
greater cost: there is an ** economic gain” when either cMt is saved or produce 
increased, and an economic loss” when the reverse of either process occurs. 
There is no similar use of the term to imply an ideal system of distributing 
wealth; we should not, for instance, speak of laws relating to property as 
economically advantageous or desirable, meaning that they led to a right 
division of property. We might no doubt speak of an ** economic ” distribution 
of wealth, no less than of labour; but this is really a confirmation of the view 
just stated; since in so speaking we should be understood to be assuming that 
the end of the distribution was to produce the greatest possible amount of 
happiness or satisfaction, and affirming that the arrangement spoken of as 
** economic” was well adapted to this end. This peculiar use of the adjective 
g economic ” should be carefully noticed ; as it is almost indispensable, while at 
the same time^t is a little liable to confuse the reader. 
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statosmaq was conceived to have the functftii of arranging the 
industry of the countiy somewhat as the father of a &mily 
arranges the industry of his household, that the Art which 
offered him guidance in the performance of this function was 
called Political ISconomy. The term is used to denote the 
financial branch of the art or business of government in a 
treatise translated as Aristotle's in the thirteenth centur^; 
and so when, in the transition jfrom mediaeval to modern 
history, thg question of ways and means obtrusively claimed 
the attention of statesmen, “ political economy ” was the name 
naturally given to that j)ai*t of the art of government whi«;h had 
for its aim the replenishment of the public treasuiy, and — *is a 
means to this — the enrichment of the community by a provi- 
dent regulation of industry and trade. The tenn retained this 
meaning for a considerable time, the enrir*hment of the jieople 
coming, however, to l>e less exclusively regarded from the point 
of view of public finance, and more sought as a (M*ndition of 
social wellbeing. If we turn, for example, to Sir James Steuart, 
the first of our systematic writers, we find that his Inquit'y into 
the Pi'inciples of Political Economy (published in 1707, nine 
years before the Wealth of Nations) commences witji the 
following account of the subject: 

“ Economy in general is the art of providing for all the 

" wants of a family with prudence and frugality The whole 

“ economy must be directed by the head, who is both loni and 

“ steward ; as lord he establishes the laws of his economy, as 

“ steward he puts them into execution 

“What economy is in a family, Political Economy is in a 

“ state, but the statesman is not nuister to establish what 

“form of economy he pleases; the great art, therefoi’e, of 

“ Political Economy is first to adapt the different operations of it 
“ to the spirit, manners, habits, and customs of the people, and 
“ aftenvards to model these circumslnnevss so jis to be able to 
“introduce a set of new and more usei d institutions. 

“ The princi{ml object of this science is to secure a certain 
“fund of subsistence for all the inhabitants, to obviate eveiy 
“circumstance which may render it precarious; to provide 
“eveiything necessaiy for supplying the wants of the society, 
“ and to employ the inhabitants (supposing them to be freemen^ 
“in such a manner as naturally to create reciprocal relations 
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“ and dependencies iietween them, so as to make their several 
“ interests lead them to supply one another with their reciprocal 

“ wants Political Economy in each couutiy must necessarily 

“be diflferent; it is the business of a statesman to judge 

“of the expediency of different schemes of economy, and by 
“ degrees to model the minds of his subjects 8<.) as to induce 
“\hem, from the allurement of private interest, to concur in the 
“ execution of his plan.” 

Before the close, indeed, of the eighteenth oentury, an 
essentially different view of a statesman’s duties, in relation 
to industry and trade, had begun to be widely taken, under the 
influence first of the Physiocrats and afterwards of Adam Smith. 
Still, notwithstiinding the gulf that sejjarates Adam Smith’s 
economic doctrine from Steuart’s, he is equally decided in re- 
garding Political Economy as a’ study with an immediate 
practical end'. “Politiciil Economy,” he says, in the intro- 
duction to the fourth book of the Wealth of Nations “ proposes 
“two distinct objects: first, to provide a plentiful revenue 
“or subsistence for the people, or, more pn)perly, to enable 
“ them to provide such a revenue or subsistence for them- 
“ selves ; and secondly, to supjdy the st«ite or commonwealth 
“ with a revenue sufficient for the public services. J[t proposes 
“ to enrich both the people and the sovereign.” Accordingly 
by the “systems of Political Economy” of which he treats 
in this book he seems at the outset to mean not systems in the 
scientific sense, that is, connected sets of general stiitements 
of fact ; but modes of organised governmental interference with 
a view to “ enriching the people and the sovereign.” But each 
of these systems wjis of course b^isod upon certain quasi-scientific 
principles, a certain view of economic facts; for instance, the 
“mercantile” system of restmints on importation, encourage- 
ments of exportation, &c., rested on the supposition that the 
balancci of gold and silver procured by any branch of national 
industiy and commerce was a trustworthy criterion of its advan- 

^ No importance is to be attached to the fact that Steuart, Adam Smith, 
and otherH call Political Economy a Science while defining it an (what we shonld 
now call) an Art. The present general recognition of the distinction between 
the two terms, in its application to economic matters, is due, I think, to the 
combined influence of Senior and J. S. Mill, and cannot be traced further back. 
M<!ulloch, fos instance, altogether ignores it. 



CHAP. II SCOPE OF POLITICAL ECONOMY 17 

tfl^ to the countiy. Hence in his discussioS of the mercantile 
system Adam Smith naturally expounds and refutes this quaai< 
scientific doctrine (and the confusions and errors on which it 
was founded) along with the practical deductions drawn from it ; 
though he is chiefly occupied in describing these^ latter and 
tracing their consequences. So far there is no particular dis- 
advantage in the ambiguity of the tenn ‘ S3'stem ’ ; as it mighl 
legitimate!}' denote either a bod}' of scientific doctrines or a set 
of practicjil ui*ecepts, there is no scrioiis confusion caused by using 
“it for a combination of the two. 

But when Adam Smith passes in tlu‘ ninth chapter to treat 
of “Agricultural Systems,” the ambiguous tenn becomes a 
manifestly awkward instrument for the conveyance of his 
metining, and is certainly liable to cause a confusion in the 
reader’s mind. For we natumlly expect t(/ find in an agri- 
cultural 'system’ the same kind (»f organised governmental 
interleronco in the interest of agricultural producei-s tliat we 
found in the mercantile system in the interest of manulacturers 
and merchants; and in fact Adam Smith’s own language 
expressly suggests this antithesis. He intnxluces his account 
of the views of Quesnay and the other French Ph} sio^mts, 
which occuj^ies two-thinis of this chapter, by a reference to 
Colbert’s protective policy ; remarking that “ fis in the plan of 
“ Mr (yolbert the industry of the towns Wiis certainly oveiwalued 
“ in compirison with that of the country, so in their system it 
“seems to be as certainly undervalued.” He on from 

his discussion of the Physiocrats to speak of the policy of 
China, Indostan, and ancient Egypt, which, as he says, “ favours 
“ agriculture more than all other einjjloyments ” ; he also refers 
to the ancient republics of Greece and Rome, whose j)olicy 
“honoured agriculture more than manufactures (though it 
“ seems rather to have discouraged the latter employments than 
“to have given any direct or intentional encouragement to the 
“former).” And he concludes by arguing that “those agricul- 
'“tural systems... which preferring agriculture to all other em- 
ployments, in order to* promote it, impose restraints upon 
^'manufactures and foreign trade. . .really and in the end dis- 
r courage their own favourite species of industry... and are 
r therefore more inconsistent than the mercantile system”;^ 
md that, therefore, “ all systems of preference anc^ restraint 

8. p. K. 2 
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“ should be completely taken away.” Hence the careless reader 
might excusably cany away the impression that Quesnay’s 
doctrine, which was certainly a “system of preference” for 
agriculture, was like the “plan of Mr Colbert,” a system flf legal 
regulation ^and restraint : and even the careful reader, if not 
previously informed on the subject, must be startled when he 
suddenly learns that in Quesnay’s view “perfect liberty” was 
“the only effectual exjiedient” for encouraging agriculture; 
and that the only positive governmental interference proposed 
by the Physiocnits, tis a deduction from their speculative 
preference for agriculturists, was the niising of all revenue by 
an “impot unique” on rent. 

The truth is that Adam Smith has njixlly not seen the 
extent to which, in the hands of the Physiocrats as well as 
his own, the method of Political Ec^onorny has changed its 
fundamental chsiracter and become the method of a science 
rsither than an art: since the change is du(? not to any 
differenccj in the question priintirily asked by the economic 
inquirer, but to the entirely different answer now givim to it. 
The question is still the same, “ How to make the nation as rich 
“ fis ^possible ” : but jvs the answer now is “ By letting each 
“ member of it make himself as rich «i.s he can in his own way,” 
that port.ion of the old art of Political Economy which professed 
to tejich a statesman how to “provide a plontil'ul revenue or 
“subsistence for the ]>eop]e” becomes almost evanescent: since 
the only service of this kind which the sovereign vaui render — 
b(isides jirotecting his subjects from the violence of foreigners 
and fi*oni mutual ojquession and injustice — is to “erijct and 
“ maintain certain public works im<l cert:un public institutions, 
“ which it Ciin never be for the interest of any individual, or any 
“ small number of individuals, to erect and mainLiin.” What 
remains for Politictil Economy to teach the statesman is merely 
how to pnivide himself with a “ revenue sufficient for the public 
“servic^^s” in the best possible way: and accordingly such 
teaching, since Adam Smith’s time, has constituted the solo 
or chief part, of Political Economy considered as an art. As 
regards the “plentiful revenue or subsistence of the people,” 
Adam Smith, instead of shewing the statesman how to pro- 
^.vide it, has to shew him how Nature herself would make 
ample provision if only the statesman would abstain from 



CHAP. II 


SCOPE OF POLITICAL ECONOMY 


19 


interfering with her pn)ces8C8: inste«ul of recommending laws 
(in the jurist’s sense) by which the national production and 
distribution of wealth ought to he governed, he has to trace the 
laws (in the naturalist’s sense) by which these processes actually 
are governed. In short, the substance of his e(X)nomic doctrine 
naturally leads him to expound it in the form of the science t(^ 
which later writers have applied the name of Political Economy; 
before entering (in Book v.) on the discussion of the principles 
of the Art o3P Political Etxjnomy, of which the legitimate! sphere 
is, in his view, reduced to the principles of govemmenLil expen- 
ditimj and taxation. 

§ 3. But however gn.*at the change tl;at was thus made, 
through the teaching of the Physiocrats and Adam Smith com- 
bined, in the current conception of Political Economy, it is 
imjiortant to observe that the transition thus effected frimi 
Art to Science wjis, in the nature of the cjise, incomplete. 
Political Ekjonomy bee-Jime primai*ily a study of ‘ what is ’ rather 
than of ‘ what ought t»o be done ’ : but this w;is b(»(»iuse the two 
notions were, at least to a considcTuble extent, ident.ificd in the 
jx)litical economist’s contemplation of the existing pnx^esses of 
the pr<Kluction and distribution of wealth. He describ jd •^mil 
analysed the«e jmicesses, not only to shew what they were, but 
also to shew that they were, not likely to be improved by hinruin 
restraints and n^gulations. ' This is tnie not only of Adam Smith, 
but of almost all his disciples and successors for inon^ than half 
a century. It should be noted, however, that they have main- 
tiiined this identity of the actiuil with the idenl in very different 
degrees and on very different grounds ; and that a considenible 
amount of mutual mtsunderstjinding and mistaken inference 
has resulted from not obst^rving these difftTonces. Such mis- 
understanding hiis been a gcKKl deal aided by the ambiguity of 
the term ‘natural,’ applied by Adam Smith, Ricanlo, and others, 
to the shares of differtmt producers as det(*rmined by the eco- 
nomic laws which thesti writers expound. For by the tenii 
‘ natural ’ as commonly used, the notion of ‘ what generally is,’ 
or ‘ what would be ajiart from human interference,’ is suggested 
in vague combination with that of ‘ what ought to ’ or ‘ what 
is intended by a. benevolent Providence ’ : and it is not always 
easy to say in what proportions the two meanings are mixed » 
by any particular writer. Indeed it is somewhat difficult to 

2—2 
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determine this even in the case of Adam Smith himself. 
There is no doubt that — as Mr Cliffe Leslie^ has pointed 
out — Adam Smith's advocacy of the “obvious and sim;^le sys- 
“ tern of natural liberty ” is connected with his strongly marked 
theistic and optimistic \dew of the order of the physical and 
gocial world. He is convinced that “ all the inhabitants of the 
“ universe are under the immediate care and protection of that 
"great, benevolent, and all-wise Being, who directs all the 
“movements of nature, and who is determined,* b}'^ his own 
“unalterable perfections, to maintain in it, at all times, the 
“greatest possible quantity of happiness”-: and this conviction 
gives him a jieculiar satisfaction in tracing the various ways in 
which the public intereist is “ natumlly ” promoted by the spon- 
taneous co-operation <jf individuals seeking each the greatest 
pecuniary’ gain to himself. At the same time he is t(X) cool an 
observer of social facts to carry this optimism to an extnivagant 
pitch. He takes care to point out, tor instance, that the “ in- 
“ terest of the employers of stock” hsis “ not the same connexion 
“ with the general inU?rest of society ” as that of landlords and 
labourers : and even that “ the interest of the dealers in any 
“ particular branch of trade or manufactures is always in some 
“resp^Kst different fnnn and even ojqrosite to /.hat of the 
“public”®.' So again when he speaks of “hands na.twrally 
“ multiplying beyond their employment ” in the stationary state 
of a country's wealth, and describes the “starving condition of 
“the labouring jroor as a natural symptom of the declining 
“ state,” we can hardly suppose that the tenn “ natural ” is in- 
tended directly to imply the design of a benevolent Providence. 
The Natural is here what sictually exists V>r what tends to exist 
according to general laws, apaii} from casual disturbances and 
deliberate human interference. In considemtion of these and 
similar brassages w’e should, I think, refrain fnnn attributing to 
Adam Smith a speculative belief in the excellence of the exist- 
ing arrangements for producing and distributing wealth, to 
any further extent than is required to support his practical 
conclusion that they are not likely to be bettered by the 

1 In an Essay on the Political Economy of Adam Smith, reprinted in 
Estaytn in Political and Moral Philmophy, 

* Theory of Moral SentimenUt, Part YI. § iz. o. iii. 

* Wealth of Natume, Book 1. o. xi. 
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interference of government. Still less should we attribute to 
him any intention of demonstrating that these arrangements 
realise ^distributive justice, in the sense that each mans remu- 
neration is an exact measure of the service that he renders to 
society. On the contraiy, he expressly aifimis the ^opposite of 
this in the case of the landlord, whose rent “ costs him neithef 
“ labour nor care ” and is “ not at all proportional to what the 
“ landlord may have laid out ujion the iinpi-ovemont of the land, 
“or to whathe can affonl to take; but to what the farmer can 
“affonl to give/* If at the sjinie time, as a Moralist and 
Natural Theologian, he holds that there is nothing unjust in 
the established order of distribution, and that each individual 
is duly provided for by a beneficent Providences, it is not be- 
cause he considers that e^ich tmjoys wealth in proportion to his 
deserts, but nither beciiuse he sinc.en‘ly lielieves in the delu- 
siveness — so far Jis the individual is concerned — of the common 
struggle to get rich, and holds that happiness is e<jually distri- 
buted among the different ranks of society in spite of their vast 
inequalities in we^ilth ^ 

There is, therefore, a greiit interval between the position of 
Adam Smith iind that, for instance, of Bastiat. In Bajsitiat’s 
conception <if the fundamental problem of Political Economy 
the questions of Science and Art are completely fused ; his aim 
being, as his biogi’jijiher says, “ to pr^ve that that which is *’ — tjr 
rather would be, if govciniinent would only keep its hands off — 
“is confonnable to that which ought to be’*: and that every 
one tends to get exactly his deserts in the economic onler of 
uniiKxlified competition. None of the English followers of 
Adam Smith hjis ever^gone so far in this direction as Bastiat; 
and the most eminent of them, Ricanlo, represents, we may say, 
the opiX)site pole in the development of Adam Smith’s diwtrine. 
When Ricardo, using Adam Smith’s tenn to denote a somewhat 
different fact, speaks of the “ natural ” price of labimr, his phrase 
carrieFT with it no optimistic or theistic suggestions whatsoever ; 
he means simply the price which cei-tain supposed })ennanent 
causes are continually tending to j)nxluce. Indeed he explains 
that “ in an improving scjciety ” the market-price of labour may 
remain an indefinite time above the “ natural ” price ; and he 


* Cf. Theot'y of Moral Sentimental Part IV. c. i. 
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contemplates witlT an)rthing but satis&ction the result of the 
''natural advance of society,” which in his view tends to the 
benefit of landlords alone. He remains true, no doubt, to Adam 
Smith's “ system of natural liberty ” as regards the distribution 
of produce; no less than the direction of industry ; but he is 
further even than Adam Smith from any attempt to demon- 
strate a necessary harmony of inttu’ests among the pix)ducers, 
whom he would leave to settle their shares by free contnwst. 
In fact, two of his most characiteristic doctrines Jire diametric- 
ally op|)osed to any such hannony : his demonstrations, namely, 
that marked impnivemeiits in agricultui*e have a tendency to 
diminish rent, and that the substitution of machineiy foi* human 
labour is often very injurious to the inteix^sts of the chiss of 
labourer. An<i though he is averse to any direct legislative 
interference with the natuml tk‘termination of wages, he is 
disposed to encoumge “some effort on the part of the legis- 
“lature” to secuiv thi* comfort and well-being of the poor 
by regulating the incivase of their numbei’s. This last sug- 
gestion indiciites a main souixv of tluj difi'erence bt^bweon 
Ricanlos te<u*.hing and that of his great predecessor. It was 
the Malthusmn view of Population which rendered tlm optimism 
of the eighteenth centun* imjsxssible to English qponomists of 
the nineteenth. If th(‘ tendency of Natuit) left alone was to 
produce*, fiH the ultimate outcome of social lU’ogmss, a multi- 
tude of labouivi*s on the ve.rge of stamitum, it w?is difficult 
to contemplate her processi\s with anything like enthusiasm. 
A less “jaundiced ” mind than that of the hero of Lockftley 
Hall might well feel depmssed at the piospect, 

** Slowly comes a hungry people, as a lion Sreepiny;; iiigher 

** Glares at one that nods and winks beside a slowly dying fire.” 

Hence in England, the more thoughtful even of those eco- 
nomists, who have adhered in the main to Adam Smiths 
limitations of the sphtJiv of goveniment. have enforced these 
limitations siully mther than triumphantly; not as admirers 
of the social oixler at pi*esent residting fn)m “ natural liberty,” 
but as convinced that it is at least preferable to any artificial 
onler that gt^vemnient might l)e able to substitute for it. * 

Still it I’emains true that “ orthiKlox ” Political Economy, in 
c England no less than on the Continent, hjis generally included 
an advocacy of Laisser Faire ; and that not only in treating of 
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the attempts to regulate Production, with which Adam Smith 
was practically most concerned, but also in dealing with the 
questij^ns of Distribution, which the movement of nineteenth 
century thought has brought into continually greater promi- 
nence. If our orthodox economists have not gone* the length 
of maintaining that distribution by free competition is perfectly 
jasty as proportioning reward to service, they have still gener- 
ally maintained it to be pmcticjilly the best mode of dividing 
the product? of the organised" labour of human beings ; they 
have held that through the stimulus it gives to exertion, the 
self-reliance and forethought that it fosters, the free play of 
intellect that it allows, it must produce more happiness on tlu^ 
whole than any other system, in spite of the wjiste of the 
material means of happiness ciiused by the luxurious expendi- 
ture of the rich. Or if they have not even gone* so far iis this, 
they have at any rate taught that it is ine visible, and that any 
attempt to deviate from it will be merely throwing effort away. 
Thus, by one road or another, the}" have been led to the siime 
priictical conclusion in favour of n<ui-inteifeience ; and it is 
hardly suqwising that practical persons have connected this 
conclusion with the economic doctrines with Avhich it was4bund 
in company, and have reganled it as an established ‘Maw of 
“ political economy ” that all contracts should be free and that 
every one should be piid exactly the market- jiiice of his 
services. 

It must l>e obvious, however, as soon jis it is jiointed out, 
that the investigation of the laws that determine actual prices, 
wages, and profits, so far as these depend on the li*ee competi- 
tion of individuals,^ is essentially distinct from the inquiiy 
how far it is desinible that the action of free coniiKjtition 
should be restrained or modifiod — whether by the stejulying 
force of custom, the remedial intervention of philanthn>py, 
the legislative or administrative control of government, or the 
voluntaiy combination of masters or workmen. So far fis the 
purely scientific economist studies primarily the results that 
tend to be produced by perfectly free competition, it is not 
because he has any predilection for this order of things — for 
science knows nothing of such preferences — but merely because 
its greater simplicity renders it easier to grasp. He holds thjsyb 
a knowledge of these simpler relations precedes, in the order 
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of study, the investigation of the more complex economic 
problems that result from competition modified by disturbing 
cause8\ But the adoption of competition perfectly free aijd per- 
fectly active as a scientific ideal — as a means of simplifying the 
economic facts which actual society presents, for the convenience 

general reasoning — does not imply its adoption as a practical 
ideal, which the statesman or philanthropist ought to aim at 
realising as cc^mpletely as possible. Even if we conclude with 
Bastiat that unrestricted compc^tition would give™ every man 
his deserts and otherwise bring about the best of all possible 
economic worlds, we must, in order to reach this conclusion, 
adopt some principle for detennining what a man's deserts are, 
some criterion of social wellbeing which carries us beyond the 
merely scientific determination of wages, profits, and prices. 
In short, as regards the whole department of distribution and 
exchange, the Art of Political Economy — if we admit the notion 
of art at all — is easily and completely <listingniahable from the 
scientific study of ec<jnomic facts and laws. 

§ 4. The case is different with Pr<Khiction : and it is to be 
observed that in the original treatment of P*>litictil Economy as 
a directly practical inquiiy it was the improvement of Produc- 
tion rather than Distribution that w*is taken as its jjractical end. 
Thus Adam Smith s opening jiaragrajohs represent as his main 
<ibjoct the investigation of the conditions which determine a 
nations annual supply of the necessaries and conveniences of 
life to be abundant or s<!anty. His first book begins with a 
discussion of “ the causes of the imprf)vement in the prcxluctive 
“jK)wers of labour”; in his second boi>k he is t)ccupied in con- 
sidering the fundamental iinjKirtJince of “ stock ” to production, 
and “ the different quantities of labour which it juits in motion, 
“ according to the different ways in which it is emj)loyed.” In 
the third he dcscrila‘s the diverse plans that nations have fol- 
lowed in the general direction of labour, with the aim of making 

^ The Htatement in the text repreHents, I thiuk, the general view of econo- 
mists, which 1 am here trying to give; but it does not exactly represent my 
own view as regards one of these disturbing causes, namely, voluntary com* 
binatiou. For combination among the sellers of any commodity places the 
persons combining in a position economically similar to that of a monopolist ; 
and though the laws that govern prices under the condition of monopoly are 
different from those that result from free competition, they do not appear to 
be necessarily Wre complex. Cf. post, Book II. c. ii. and c. x. 
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its produce as great as possible; and, as we have seen, the 
“fiystems of political economy” discussed in his fourth book 
were systems ihimed with a view to the same end. On the other 
hand he hardly considers Distribution as a practical problem ; 
and so far as he does raise the question, how a mi)re “liberal 
“ reward of labour ” may be attained, his answer seems to be 
that it can only be attfiined by “increasing the national 
“ wealth,” or in other words by solving the practical problem of 
Production.* So agsiin, in the brief but pregnant treatise on the 
Elements of Political Economy written a generation later by 
James Mill, it is notice^ible that in describing the sco])e of his 
chapter on Production he puts prominently forwanl its directly 
practical aim: its object is, he fwiys, to “ascertiiin by what 
“ means the objects of desiiti may be pro<luced with the greatest 
“ ease and in gretitest abundance, and upon these discioveries, 
“ when imide, to form a system of rules skilfully iulaptc^d to the 
“ end.” Whereas, when he comes to speak of the laws i»f Distri- 
bution, it never occurs to him even to hint that the pnK*es8 
investigated jwlmits of being improved, and that the student 
ought to keep this improvement in view. And in the account 
of the objects of Political Economy given ten years later by 
M®Culloch,» this dilference in the treatment of the clifferent 
inquiries is equally marked. 

Nor is it flilficult to understand how this difference comes to 
be maintained. In dealing with questions of Production, the 
obvious and uncoiitro verted aim of all rational effort — public or 
private— is, other things being etpial, to produce as much as 
possible in proportion to the cost. I’he extent to which this 
aim is realised is the most interesting point to observe in 
examining the actual process of production in different ages 
and countries; and this is also the criterion which we adopt 
naturally and without reflection when we judge difierent 
methods of production to be bettor or worse. Hence the 
transition firom the })oint of view of Science to that of Art is, in 
this part of the subject, easy and almost imperceptible; the 
conclusions of the former are almost immediately convertible 
into the precepts of the latter. Accordingly we find that even 
the most careful of the writers who, like J. S. Mill, have taken 
special pains to present Political Economy as primarily a Scicneg, 
give a prominent place in this part of their work, to the dis- 
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cussion of the gcSxl and bad results of different modes of 
production. They analyse the gain derived from the Division 
of Labour, and note the counterbalancing drawbacks: they 
compare the advantages and disadvantages of the “grande” and 
“petite culfure” in farming; they consider what kinds of busi- 
ness are adapted to management by joint-stock compinies — all 
fbpics which clearly belong to the discussion of Production 
regarded as an Art. I do not myself think that these practical 
questions should be trc'ated decisively in a general* treatise on 
Economic Science ; since any mlequate discussion of them must 
involve an amount of techniciil detail unsuitable to such a 
treatise. But it does not setun possible to draw a sharj) line 
between the “technical” and the “economic” aspects of these 
questions: and in any case it is the admitted business of an 
economist, in studying social ' prodiKstion, to investigate the 
c^iuses by which the labour of any society is ivndered more or 
less pnKluctive of wealth: and such an investigation necessarily 
goes tar to supply an answer to the question “ how the pi-oduce 
“ of labour may be nuwle as givat as possible^.” 

§ 5. At the same time, although in discussing the conditions 
more* or less favourable to Production we inevitably appit)a(th 
the margin which divides Art from Science, I hav(^, thought it 
expedient to n^serve as much iis possible for a separate inquiry 
the discussion <if the principles of governmental interference 
with industry: whether with a view^ to a bettor organised Pn> 
duction or a more sjitisfactoiy’ Distribution of wealth: since I 
confonn so far to the older and more po])iilar view of my subject 
jis to consider the discussion of these principles an integnil j>art 
of the theory of Political Economy. • 

N. W. Senior w'iis one of the firet economists who definitely 
proposed to confine the name Politicjil Economy to the theoi’eti- 
cal branch of the subject, leaving the practical bmneh to be 
absorbed in the general art of government : iuid as this view of 
the scope of the study has since been the prevalent view among 
English economists, it may be convenient to examine briefly 
the arguments by which Senior justifies the innovation. He 
begins by fully recognising the imj)ortance of the questions 
which the pnictical branch of Political Economy, as previously 
jonceived, attempts to answer. Inquiries, he says, as to the 
means by jvhich the industry of man may be rendered more 
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productive by the :ictioii of government, as to the distribution of 
we^th most desirable in a given state of society, and as to the 
means by which any given countiy may facilitate such a distri- 
bution — such inquiries are undoubtedly of great interest. But 
“ they no more form part of the science of political economy than 
“ navigation fonns part of the science of astronomy. The prin- 
“ciples supplied by jiolitical economy are indeed necessafy 
“ elements in their solution but they are not the only or even 
“the iriost irnjxwtant elements.... Th(iy involve, as their general 
“premisses, the consideration of the whole theory of momls, of 
“government, and of civil and criminal legislation; Jind for 
“ their particular premisses, a knowledge of all the facts which 
“aflPect the cominiinit}^ which the economist proposes to in- 
“ fluence.” The stattjsman, he explains, who has {)rac!tically to 
solve these questions, must consider all the caii.m.*s which may 
promote or impede the general w'olfai-i‘ of the society for which 
he projioses t.o legislate; the political ecommiist, wh</SC‘ syste- 
matic attention htis been concentniti‘d on wealth, “ hiis con- 
“sidered only one, though the most impta-tant, of thewx^ causes”: 
jiccoidingly his scientific conclusions, however true, “do not 
“authorise him in adding a single syllable of atJvice.. His 
business a^ a politicjil economist “ is neither to rectmimend nor 
“ to dissuade, but to state geneml princi])les which it is fatal to 
“ neglect, but neither advisfible nor perhaps practicable to use 
“sxs the sole or even the jjrincipjil guides in the conduct of 
“ affaire.” Substantially the same view wjis expressly adopted 
by fl. S. Mill, though the plan of his popular and influential 
Principles of Political Economy is not fmmed in acconiance 
with it. With characteristic eclecticism, while he includes in 
his treatise a discussion of the questions of the old art of 
Political Economy — even with some startling enlargements — he 
does not intnKiuce these discussions as belonging to Political 
Economy strictly : but as mingling Political Ecomany with social 
philosophy. The same view Wiis also effectively expoun<led, 
some years later, by J. E. Caimes in his Lectures on the Cha- 
racter and Logical Method of Political Economy, with still 
more pronounced antagonism to the older view than even Senior 
had shewn. “Political Economy,” says Caimes, “stands noutml 
“ between competing social schemes, as the science of mechanic 
“ stjinds neutral between competing plans of railway construction, 
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as chemistiy standift neutral between competing plans of sanitary 
“ improvement”: it has, accordingly, “nothing to do with laisser 
“/aira” And since Caimes, the majority of English writers 
who have regarded Political Economy as a scientific study have 
taken substantially the same view of its scope. 

There is no doubt much force in the arguments of these 
writers, so far as they tend to the conclusion that the art of 
Politiciil Economy, according to Adam Smith s use of the term, 
cannot be comj)letely sepirated fix>m the general artf of govern- 
ment. It is certainly true that in deciding practical questions 
of public finance — or of grjvemmental action, in matters of 
industiy and tnide, on other than financial grounds — it is often 
necessary to take int<j account other considerations besides the 
effects of the prop)sed measures on the production and distri- 
bution of wealth ; and that sometimes these other considera- 
tions are more important than those with which Political 
Economy is concc'med. But to refuse therefore to recognise an 
art of Politicid Economy at all, even as a partially distinct branch 
t>f a larger whole, was a more drastic measure than these argu- 
ments justified; and it was certainly exjK)8ed U) the drawbacks 
iiivolwyd in miy atUmipt to change the long-established meaning 
of a familiar tenii. To tell the rejidens of Adam Smith — for the 
Wealth of Nations has never cetised to be widely road —that 
“Politiciil Economy has nothing to do with laisser fairel' was too 
daring a ]mnwlox ; and it certjiinly has not been very successful 
in dispdling the j.>opular confusion between theoiy and practice 
which it was intended to clear away. The “ laws of Political 
“Economy” are still liable to ha “disobeyetl” in the ordinary 
discAUirse even of \vell-educ^ate<l persons ; And there can 1x5 no 
doubt that the interest of Adam Smith s book for onlinaiy 
readers is largely due to the <lecisiveness with which he offers 
to statesmen the kind of practical counsels which, ticcording to 
Senior and Caimes, he ought carefully to have abstained from 
giving ; perhaps, therefore, in view of long-established usage, it 
will be found more easy to avoid any confusion between “laws of 
“ naturt", ” and “ laws of human legislation ” in relation to the 
production and distribution of wealth, if we grant the study of 
both a place within the pale of Political Economy, while carefully 
(distinguishing the Science or theoretical branch of the subject 
from the Axt or practical branch. 
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§ 6. And this conclusion will receive fiircner supixu-t if we 
see reason to regard the science of Political Economy as only 
a partially distinct branch of the general science of Society, just 
as the art is only a partially distinct branch of the general art 
of Government. This, no doubt, Wiis not the view taken by 
Senior, Caimes, and their followers. Accoi*ding to the fonner, 
while the sciences which supply the lational Iwisis for the art t)f 
Government have premisses drawn from an infinite variety of 
phenomena, the premisses of the science of Political Economy 
consist of a very few general pi‘ojM)aitions : from which, as he 
holds, the political economist can dniw conclusions universally 
true in respect of the jiroduction of wealth, and as i-eganls its 
distribution, can at any rate “ lay down the natiiml state of 
“ things as a genenil rule,” without turning his attention to any 
elements of social life Ix'yond the prtK;essf»s of j)n>ducing and 
exchanging w^ealth. The scientific value of such deductive 
reasonings will be considered later; what we have now to 
observe — a point ajiparently overlooked by Senior and Caimes — 
is that the pmctical arguments in favour of the '‘system of 
'‘natuml liberty,” urged by Adam Smith and his successiirs, may 
similarly be presented sis deductions from a few pruiiiLsse8,j'epre- 
senting faiyiliar facts of human experience and not requiring any 
wide study of social j)henomona. Thus it may be argued, fimt, 
that from the universality of the desire for wealth, fi-caii the 
superior opportunities that efich individual has, as conqiared 
with any other person, of learning what conduces be»st to thl^ 
satisfactum of his wants, and from the keener concern he has for 
such satisfaction, any sane adult may bo ex|)e(:ted to discover 
iind iiini at his own •economic intemsts better than government 
will do this for him. Then, this being granted, it may be argued, 
secondly, that consumers in general — that is, the members of 
the community generally in the character of consumers — seek- 
ing each his own interest intelligently, will cause an effectual 
demand for different kinds of priKlucts and services, in propor- 
tion to their utility to society; while producers, generally 
seeking each his own interest intelligently, will be led to sujiply 
this demand in the most economic way, each one training him- 
self or being trained by his parents for the best rewarded, and 
therefore most useful, services for which he is adapted. Then, 
keeping within the same narrow lines of analysis an^l deduction. 
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we mfiiy shew how In certain cases, such as that of industrial 
monopoly, the general argument for the coincidence of private 
interest with the interest of the community fails. All these 
aiguments may be worked out in considerable detail, without 
touching on any social facts beyond those considered in the 
science delineated by Senior — the nature of wealth, the general 
cduses of changes in the value of purchaseable commodities, the 
universal desire to obt^iin such commodities at the least possible 
sacrifice, and the rational activities to which this desire may be 
assumed to prompt intelligent iiersons under various conditions. 

It will be replied that this kind of general reasoning cannot 
by itself enable us to solve any of the practical problems of 
economic legislation; because such problems, as Caimes sjiys, 
often “ present other aspects than the purely economical — 
“political, moral, educational, artistjc aspects; — and these may 
“involve consexjuenw^s so weighty as to turn the scale agtiinst 
“purely economic, sohitions.” In siiying, however, that there 
are “few” pnustical problems which do not prescmt extra- 
economical aspects, ("aimes seems to go too far; since there 
are certtiinly some imjuirtjint departments of economic legisla- 
tion, banking and currency, in which a statesman would 
usually come to his cumclusions on purely economic grojinds. Still 
no doubt his statement is liirgely tnie ; even in iriatters of tax- 
ation and public, finance, other than strictly economic aims have 
often to be taken int«i Jiccount, — for instance, the ac,tual plan 
of tjixation in England is putly dctennined by the general con- 
viction that alcoholic drinking is dangerous to health and morals. 

But, gninting that effects not strictly economic have to be 
ttikeii into siccount in some of the concrete* problems belonging 
to the pnu:tical branch of Political Economy, it is no less true 
that in some of the concixjl.e prrfolems of economic science 
causes not strictly economic cixnnot bo overlooked. Suppose, 
for instance, — to take the leading question of the Wealth of 
Nations — we conipm? the productiveness of the labour of one 
country at the prc^sent time with that of another, or with the 
productiveness of its own labour at an earlier period, there is 
no one of the extra-economical elements of social life mentioned 
by Caimes which may not come into consideration; political 
systems, moml opinions and habits, educational methods, artistic 
faculties an^ tastes, each in turn may become important. And 
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no general rule can be laid down aa to the extent to \vhich 
these other elements are to be taken into account ; since their 
relations to industry and trade vary indefinitely in closeness 
and ifiiportance in difierent economic inquiries. Thus, in 
considering generally the causes of the improvenient in the 
productive powei-s of labour, the irnportiince of a healthy con- 
dition of social monility must not be ovorIcKiked ; but it is ndl 
therefore the economists duty to study in deUiil the doctrine 
or discipline; of the difierent Christian churc*bes: if, however, 
we are studying historically the causes that have afiectevl the 
interest of capital, the views of Christian theologians with 
regard to usury will require careful attention. So, again, the 
conditions and development of the Fine Arts will not generally 
demand more than a v(iry brief and summary treatment fi-om 
the ecemomist: if, however, we are investigating the share 
taken by a particular community in the international organi- 
sation of industry; the special artistic faculties and sensibilities 
of its members may become a consideration of much imjiortancie. 
Similarly the influence exercised on industiy by government 
hiis often been an economic factor of the first magnitude : still 
it is obvious that, in modem European comrnunili’es, a^ the. 
existing stage of social <levelupiricnt, changes in the industrial 
organisation of the civilisoil put of mankind aix^ hn*gely inde- 
pendent of changes in their ynditic^il orgsinisation. For in- 
staTict\ in the nineteenth centuiy, Fmnce psisscd from Absolute 
Monjirchy t ;0 Limited Monarchy, from Limited Monarchy to 
Republic, from Republic to Empire, ixnd from Errijurc^ to Re- 
public again ; and yet none, of these changes — i.*xce]>t the third 
during a transient crisis — appreciably affected its industrial 
system; whereas this latter was materially modified during 
the same period by cjiuses unconnected with politics, sucli as 
the invention of railways find of electric telegraphs. At the 
same time, 1 should quite admit that most English economists 
a genemtion ago hardly foresaw the e.xtent to which y)olitical 
conditions would continue to affect industiy up to the present 
date : and, similarly, the relations between the development of 
industry and other factors of social life, such as the progress 
and diffusion of knowledge, and the changes in national character 
or in the habits and sentiments of special classes, have hardly^ 
met with due consideration. 
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^ Qtanting, howler, that the phenomena with which Political 
Economy is concerned cannot be satisfactorily studied in complete 
separation from other social phenomena, it must be admitted, 
on the other hand, that the general science of Society is odly in a 
rudimentai^" condition. We can hardly say more than that it is 
slowly stmggling into existence, and what relation it may bear 
150 Political Economy when it comes to he established, it would 
be rash to prophesy. There can be no doubt that the general 
science of Smiiety will include economic science ^ one of its 
branches: tind it is probable that the development of the 
general science will bring into increasing prominence the inter- 
dependence of scKrial facts of various kinds. But that is no 
reason why the economic 2ispects of social facts should not 
continue to be made the subject of special study. The analogy 
of other sciences may be appealed .to : for although the pi’ogi’ess 
of science continually impresses upt>n us the coherence and 
interdependence of the laws of the physical world, still the 
steady increase of knowledge and the severe limitation of the 
hunuin faculties foiees on us a continually gi*eater specialisation 
of physical study. 

§ 7. To sum up: Political Economy, >ih commonly studied, 
has included a theoretical* a;id a practical bmnch, which it is 
important to distinguish clearly, since there is a popular dis- 
position to confound their respi^ctive premisses and conclusions. 
For bi-evity, it seems convenient to refer to them as the Science 
and the Art of Politicjil Economy; the latter being historically 
the subject to which the term waa mainly applied in its earlier 
use, whereas among English politioil economists from the bes- 
ginning of the nineteenth century thei*e.has Ix^en a tendency 
to restrict it to the former. The science of Political Economy 
deals with a certiun class of s<x;ial activities and relations, the 
study of which am with advantage be partially separated from 
the study of the rest; but the separation is only partial, 
most other social activities having an economic aspect, as 
well as more or less influence on the activities with which 
Political Economy is more specially concerned. The degree of 
separation between the science of Political Economy and the 
general science of Society it is well to leave somewhat indefinite, 
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mentary condition and struggling towards a fuller development; 
— each step in which is not unlikely to alter somewhat its 
actual relations to the special sciences which are, ideally speak- 
ing, it^ branches. 

Similarly the Art of Political Economy, which dgals with a 
special department of governmental interference, designed to 
impi-ove either the social prt)duction of wealth or its distri- 
bution, may be partially, but only partially, seimrated fTt)m 
the general .art of legislation or government. Here, again, 
the degree of scparjition varies considersibly Jiccordiiig to the 
nature of the problems considered; but on the whole the 
connexion of the art with the more comprehensive art of 
which it is a part; is closer than the corresponding connexion 
in the case of the science. This is partly due to the fact 
that the geneml art of Government, theugh its development 
is not veiy advanced, hsis hitherto received considembl}’^ more 
atientujii than the general science of Society. 

In the present treatise, the Art of Political Economy is, in 
accordance with the view expressed above, made the subject 
of a sepiimte and final book’; whilst the Science of Political 
Economy, as it is oitlinarily conceived in England, fonnj^the 
subject of the first two books, on (1) Production and (2) Distri- 
bution and Exchange, respectively. The precise maimer in 
which I distinguish and connect these three topics, and the 
grounds on which I have combined the theory of Exchange 
with that of Distribution, will be better explained somewhat 
later. 

Besides the subjects above mentioned, economists since Say 

^ 1 have already explained why I do not hold with one of my reviewers that 
** the art of political economy considered as a study of what onght to be is 
** contained in the science.” It is of course true that the examination of the 
effects of any kind of governmental interference, either on production or on 
distribution and exchange, may be treated as a problem of economic science : 
bat in the case of distribution and exchange, as 1 have before said, it is clearly 
not enough for practical purposes to dotermine whs' kind of effects on incomes 
and prices will be produced by any measure: we have further to consider 
whether tliese effects are desirable or the reverse. On this latter point very 
different views are exjdicitly or implicitly maintained by thinkers, statesmen, 
reformers, pliilanthropists of different schools: a careful, thorough, and im- 
partial examination of these different views appeared to me, when I wrote my 
book, to be a great desideratum z and it is this desideratum which 1 have mainly 
endeavoured to supply in that part of my third book which deals with * 
Distribution. • 
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have often introduced, as a separate department, a discussion of 
the laws of Consumption; and the indispensability of such a 
discussion has been strongly urged by Jevons, who goes the 
length of saying that “ the whole theory of Economy depends 
“ upon a correct theory of Consumption ” I quite agree with 
Jevons as to the ftindamental importance of certain propositions 
Elating to Consumption ; and I also think that their importance 
has not been adequately apprehended by many recent writers. 
Still, it has appeared to me most convenient, in speh a treatise 
as the present, to introduce these propositions in discussing the 
questions relating to Production, Distribution, and Exchange 
which .they help to elucidate ; and I have, therefore, not thought 
it necessaiy to bring them together under a separate head. 



CHAPTER III. 

THE METHOD OF ECONOMIC SCIENCE. 

§ 1. In the discussion of the scope of Politiciil Economy we 
have hiul to anticijiatc in some measure the discussion of its 
method, since the two questions cannot be altogether separated. 
We now piss to concentrate attention on the latter question, on 
which express differences of opinion have been more strongly 
accentuated. Whether the method of pJiticiil economy is 
"inductive” or "deductive,” and if inductive, how far it is 
" historical,” and whether so far as it is deductive it is " hjp>- 
thetical” or “positive,” and to what extent its more exact 
reasonings ought to assume a mathematical fonn — these ques- 
tions have, in times not long past, given rise to prolonged and 
sometimes bitter controversy. The polemical treatment of them, 
however, in England at least, seems lately to have given way to 
a general prevalence of a more balanced and conciliatory view ; 
and in fact the long sustainment of the controversy seems to 
have been due pirtly to misunderstandings and confasions, and 
partly to inadvertence in applying to the whole of the subject 
general statements that are only tnie of some of the reasonings 
included in it. 

The most fundamental misunderstanding appears to have 
arisen from a confusion betwe^jn the method of the Science 
and the method of the Art, as distinguished in the preceding 
chapter. Two distinct propositions, one being important as 
a premiss in the deductive reasonings of the science, the 
other in the rationale of the leading rules of the art, have 
been more or less blended together — under some such name 
as individualism or economic egoism — or at any rate •regarded 

3—2 
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as logically inseparable, and fonning part of one doctrine. 
Whereas in reality, though there is a certain affinity between 
them, there is no sort of logical connexion ; and though ^each of 
them is only true* with important limitations and qualifications, 
the required limitations arc quite different in the two cases. 
j^The first is the projK)sition, stated with vaiying amounts of 
qualification, that the “economic man” — that is, the human 
being that Political Economy assumes to be normal — always 
prefers a greater apparent gain to a less, and prefers to attain 
any desired result with the least possible apparent expenditure. 
The second is the projiosition that the best possible result 
will be attained, so far at least iis the production and distribu- 
tion of wealth are concerned, if the individual is left frce to 
regulate his own activities for the supply of his own wants, 
within the limits iiecessiiry to secure a like freedom to all other 
individuals. It is obvious that the second proposition does not 
follow from the first, since the economic individual may be de- 
ceived by appearances, or his interests may clash with the 
interests of the community. It is obvious too that they belong 
to entirely different dejjartments of incpiiry — the first gives 
information as to what happens, without pronouncing whether 
it is good or bad; the second judges that what happens or 
would happen under certain conditions is the best thing that 
could happen. Accordingly the first is important in explaining 
scientifically the Diets of economic experience, but hiis nothing 
to do with economic ideals or rules of governmental action in 
economic matters; while the second leads immediately to a 
fiindamental maxim of policy. 

Let us for the present ct)nfine our attention to the science. 
Here the primary issue of importance is not whether the 
method of economic science is puroly inductive or purely de- 
ductive ; since the prevision chai’acteristic of science necessarily 
involves some deduction, while the artificially simplified tyjre 
of human action and social relations, with which deductive 
reasoning starts, is necessarily formed fi-oin observation and 
induction. The question is rather whether useful results aro 
to be obtained by simjrle deduction from propositions — like the 
first of the two al>ove given — ^generalised, without laborious or 
systematic induction, fi’om familiar Diets of ordinary experience. 
This is what the deductive economists contend ; and perhaps we 
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may say that the contention would never have been disijutcd if 
it had been limited to a certain class of questions, and not ap- 
parently put forward as a compendious ticcount of the whole 
method of economic science. As so put forward, it is contra- 
dicted by the continual practice, and sometimes by the express 
admissions, of the most deductive economists. 

§ 2. No economist, for example, so far Jis I am aware, has 
attempted to tiscertain the “ cau8t»s of the improvement in the 
“ productive •powers of labour” by a metho<l purely — or even 
mainly — d priori and unhistoricjil. A certjiin amount of de- 
ductive reasoning, no doubt, has commonly been introduced 
into this investigpition ; but this seems inevitiible. In pai- 
ticular, we rc^quire for the comprehension of economic fiicts 
some interpretation of the motives of human agents; and 
this has necessai'ily to be supjJied, to a large c^xtent, from 
our general knowledge* of human nature — modifi<*(l, of course, 
by any special knowledges that we may be able to gain m to 
t he [leculiar mental chai*jicteristic8 of t he clixss of persons whom 
we are considering. But in the general analysis of the condi- 
tions fixvourable to effective prcKhiction, which Mill and other 
writers who have followed him havt* given in the first jmrt of 
their exposition, the deductive element hjis always been quite 
subordinate; and so far as the method adopted is difierent 
from what would ordinjirily be called ‘ inductive,’ it is not 
because it is in any sense im d priori method ; but because 
it chiefly consists in getting a clearer and more systematic 
view, through reflective analysis, of general facts which common 
experience hiis already made familiar®. 

* How far this general knowledge is itself acquired by induction of some 
sort is not, of coarse, the question. As Mill explains, in his Essay on ** the 
Definition and Method of Political Economy in his Kusaya on Honut Unsettled 
Queetione in Political Economy, the economic ** method ii priori'* is not a “ mode 
of philosophising “which does not profess to be founded on experience at all”; 
but is merely distinguished from the “ method posteriori " by not requiring, 
as the basis of its conclusions, specific experience of economic facts. 

^ Thus, when Mill in his first six chapters states the requisites of production 
to be labour, capital, and natnial agents ; when he defines the notion of labour, 
considers its relation to the natural agents on which it operates, and classifies 
the different kinds of labour and the different species of utility produced by it ; 
when he makes clear the notion of capital, as wealth diverted from the purpose 
of directly satisfying its owner's neetls, and employed, whether in the form o# 
instruments or labourers’ necessaries, in producing other wealth; when he 
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§ 3. Hence when the method of Political Economy is de- 
scribed as essentially deductive, it must be, not the theory of 
Production, but the theory of Distribution and Exchange, that 
is had in view : and primarily that portion of this latter subject 
which Milk distinguishes as “statical” and not “dynamical”* — 
jbhat is, that which treats of the determination of the reward of 
services and the value of products in the existing condition of 
industI 3 ^ This is the part of the subject to which, since 
Ricardo, the attention of economic theorists has-been chiefly 
directed (though they have often not distinguished it clearly 
fix>m other parts) : and it is easy to shew how a method largely 
different from that adopted in treating the question of Produc- 
tion naturally suggests itself here. The broad and striking fact 

points out how capital is continually ^consumed and reproduced, but with 
various degrees of rapidity, according as it is fixed or circulating; — it is obvious 
that all these results, however interesting, are obtained by merely analysing 
and systematisiug our common empirical knowledge of the facts of industry. 
Similarly, when he goes on to consider the conditions on which the degree of 
productiveness of different productive agents depends, his method is again 
merely that of comparing and generalising from observed facts. Thus he 
studies quite <1 pmteriori the differences in the natural advantages of different 
countpes ; the differences among human beings in habits of energetic work, in 
capacity of exertion for distant objects, in keenness of desire for wealth, and in 
other intellectual and moral qualities; and the differences in the security 
afforded **by government, and against government*’ at different times and 
places. , So further, in the discussion of the advantages of division of labour, 
and in the Gom|)ari8on of production on a small scale with production on a 
large scale, his argument though partly deductive still relies greatly on specifio 
experience. Then again, when he states the law of the increase of labour, the 
causes that actually counteract the capacity of increasing population inherent in 
human beings, and the extent of their operation, are investigated inductively 
(chapter x.); and so are the actnal variations in the ** effective desire of 
** accumulation” which causes the increase of capital (chapter xi.). In both 
these cases we oonld, no doubt, without oonsoious induction, lay down certain 
inoontrovertible abstract propositions; but in the former case we should hardly 
get beyond the truths of elementary arithmetic, and in the latter case wo should 
hardly get beyond such trivial maxims as that ** wealth is increased by industry 
“and thrift,” Ac. 

These details are given, not with the object of laying stress on Mill’s 
authority, but because none of the ** orthodox” critics of his widely-read book 
have ever attacked his general method of treating the theory of Production. 
What, therefore, we have to remark is not merely that Mill’s treatment of this 
part of his subject is mainly inductive and analytical; but that it never seems to 
have occurred to any pricH'' economist that it ought to have been different. 

^ 1 ought perhaps to say that 1 do not regard as satisfactory either the line 
that Mill draws by means of this pair of terms, or his manner of treating 
the questioned that he distingnishes as '‘dyuamioaL” 
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which originally led and still leads reflective minds to discuss 
the question “ how a nation is made wealthy ” is the vast differ- 
ence between the amounts of wealth possessed by different 
nations and by the same nation at different periods of its 
history ; especially the great increase in the most recent times, 
in consequence of what we speak of vaguely as “advance of 
“ civilisation,” “ progress of arts and sciences,” “ development of 
“trade and commerce,” &c. Hence in our method of defiling 
with this question induction from historical facts is naturally 
prominent; though a certain amount of deduction inevitably 
comes in when we analyse the combined play of the forces of 
economic change whose effects history presents to us. And we 
may, of course, examine the phenomena of Distribution from 
the same point of view of Comparative Plutology ; we may ask 
why the share of wealth annually obtained by an English miner 
is larger than that obtained by a Oennan miner, or why English 
landowners now obtain higher rents than they did 100 years 
ago : and if in our answers we “ include, directly or remotely, 
“ the operation of all the causes” that have combined in cjiusing 
the differences investigated, it seems evident that our method 
of investigation must be — just as in the case of Production — 
a primarily inductive and historical one. We shall have to 
note and explain differences and changes in national chai*acter 
generally, in the habitual energy, enterprise, and thrift of 
special classes, in law and administration and other politioil 
circumstances, in the state of knowledge, the stiite of general 
and special education, and other social facts; and in this ex- 
planation the “method a priori” can evidently occupy but a 
very subordinate place. 

But such questions are not, I think, those which most ob- 
viously suggest themselves in connexion with the phenomena 
of distribution. Here the broad and striking fiict, that at once 
troubles the sympathy and stirs the curiosity of reflective 
persons, is the great difference between the shares of different 
members of the same society at the same time. Thus what 
economists have been primarily concerned to explain is how 
the complicated division of the produce of industry among the 
different classes of persons who have co-operated to produce it is 
actually detennined here and now ; and what is likely to be th^ 
effect of any particular change that may occur in the deter- 
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mining conditions, while the general state of things remains 
substantially the same. Similarly os regards the phenomena of 
exchange, the most natural and obvious question is why each 
of the vast number of articles that make up what in the aggre- 
gate we cajl wealth is exchanged and estimated at its present 
price ; and how far any particular event, other things remaining 
the same, would tend to raise or lower its price. 

It is in answering these questions that the general theory of 
Political! Economy, as commonly treated, uses mainly an abstract, 
deductive, and hypothetical method. That is, it considers the 
general laws governing the determination of remunerations and 
prices, in a state of things taken as the tyi>e to which modem 
civilised society generally approximates, in which freedom of 
exchange and freedom in choice of calling and domicile arc 
supposed to be — broadly speaking — complete within a ccrtiiin 
range, and in which the natures and relations of the human 
beings composing the industrial orgiinisation are siippose<l to 
be simpler and more uniform than is actually the ciuse in any 
known community. By means of this simplificiition and the 
group of assumptions which it involves, we may deductively 
work# out a general or typical ax^unt of the manner in which 
the prices of commodities and the shares of different classes of 
producers in a modem industrial community are deteimined; 
and we may S(ilve more precisely particular problems of a 
h3q)othetic^'il kind relating to distribution and exchange. It 
is obvious, however, that the results thus obtained do not by 
themselves enable us accunitely to interpret or predict concrete 
economic phenomena, and that before our conclusions can be 
effectively, applied for these purjioses, further knowledge ob- 
tainable only by induction is required. When we tiy, for 
example, to explain the changes in prices, geneml and pir- 
ticular, during the last twenty year’s, or the fall in the rate 
of interest, or the differences of wages in the same employ- 
ment in different parts of England, or the differences of 
wages or pmfits in different employments, it is at once 
evident that the aid of systematic observation and induction 
is essential. 

It is evident, further, that the general applicability and 
Vtility of hypothetical reasonings of the kind described above 
will depend largely on tvro conditions : first, on the degree of 



CHAP. U1 


METHOD OF ECONOMIC SCIENCE 


41 


success attained in forming our original suppositions, so that 
they may correspond as closely as possible to the fects, without 
becoming unmanageably complex ; and, secondly, on the extent 
to which we recognise and attend to the divergence from facts 
which is — in most cases — inevitable in such abstract ••casonings, 
and the insight and skill which we show in conjecturing roughly 
the effect of modifying causes whose openition we cannot pre- 
cisely tiace. To secure success in either of these respects we 
require an accurate knowledge of the general characteristics of 
the matter with which wo are dealing ; tind as a nile we cannot 
obtiiin this knowledge without ixn inductive study of economic 
facts. It is not perhaps necessary that the deductive and in- 
ductive investigation of any class of economic j)heiiomena 
should . always be carried on simultanocuisly, or even by the 
same peraons; but the latter is certainly an indispensable 
supplement to the fornier. 

§ 4. To illustrate the necessary place of Induction evcjn in 
connexion with the onlinary rcjisonings of the dt*ductive Political 
Economy, it may be convenient to examine briefly the funda- 
mental tissumptions of the latter. The first and ! lost funda- 
mental is that, in a state of economic freedom, all jieftions 
cmgagcHl in industry will, in selling or lending gix^ds or con- 
tacting to render services, endeavour, other things being equal, 
to get iis much wealth iis they can in return for the commiKlity 
they offer. This is often more briefly expres8<xl by Siiying that 
Politicjil Economy assumes the universality and unlimitedness 
of the desire for wealth. Against this assumption it has been 
urged that men do not, for the most p^irt, desire wealth in 
general, but this or that paiticular kind of wealth : in fact, that 
“ the desire of wealth is an abstraction, confounding a great 
“variety of different and heterogeneous motives which have 
“ been mistaken for a single homogeneous force ” ^ It does not, 
however, appear that there is necessarily any such mistake as 
Mr Cliffe Leslie here supjKises. For so far tis the objects of 
these different and heterogeneous desires aix^, through the 
establishment of a xjurrent medium of exchange, exchangeable 
and commensurable in value, they all admit of being regarded 
as definite quantities of one thing — wealth; and it is just 
because the “ desire of wealth ” may, for this reason, be used • 

^ Cliffe Ledie, Essays in Political and Moral Philosophy^ p.*238. 
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to include all the needs, appetites, passions, tastes, aims, and 
“ ideas which the various things comprehended under the word 
“ wealth satisfy,” that we are able to assume, to the exii^nt re- 
quired in deductive Political Economy, its practical universality 
and unlimitedness. There is no particular species of wealth of 
,which it would be approximately true to say that every one 
desires as much of it as he can get. But there is no class of 
persons engaged in industiy’^ of whom it cannot be said with 
approximate tnith that they would always like more of some 
kind of wealth if they could get it without the least sacrifice. 
Even the richest capitalists and landownei’s, who are merely 
connected with industry as lenders of wealth, are found to have 
a desire of wealth sufficiently strong to prevent them from 
letting indifferent peraons have the use of their property at less 
than the market rate. 

At the same time it is equally true that there are other 
things obtainable by labour, besides wealth, which mankind 
generally, if not universiilly, desire ; such as p<^wer, and reputa- 
tion : and it is further undeniable that men arc largely induced 
to render services of various kinds by family affection, iriend- 
shijf, coin|)assion, national and local patriotism, and other kinds 
of esprit de corps, and by other motives. The amount of unpaid 
work that is done from such motives, in modem civilised society, 
fonns a substantial part of the whole : and political economists 
an? ]jerhaps fairly chargejible with an omission in making no 
express reference to such work — ^vith the exception of the 
mutual services rendered by husbands and wives, and by parents 
and childi-en. It is, however, to be said that services altogether 
unromunerated by money occupy no important place in the 
organisation of industiy : they belong chiefly to the exercise of 
governmental or literarj’^ functions, or the management of 
property (trust-funds), or to some part of that complex system 
of eleemosynary labour and expenditure, which .actually supple- 
ments the deficiencies of the industrial distribution. And so 
far as paid services are concerned, all economists, fix)m Adam 
Smith downwards, have recognised the opeiution of other 
motives — as, for instance, the love of reputation — as a cause of 
the difference of remuneration in different employments. All, 
therefore, that they have explicitly assumed is that, other things 
being equal, a man will prefer a larger price or remuneration 
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to a smaller. This qualification includes, of course, sacrifices 
that have to be made, as well as desirable things that may 
be acquired. Until we know, however, how men quantitatively 
compare different kinds of sacrifice with each other and with 
the prospect of additional wealth, wc cannot get milbh further ; 
and even Senior, who may be regarded as affording the clearest 
example in Enghind of the extreme deductive view, dwells on 
the “ diversity ” that “ exists in the amount and the kind of the. 
“ sacrifice which different individuals will encounter in the 
“pursuit of wealth.” “These differences,” he g(^s on to say, 
“form some of the principal distinctions in individual and 
“ national character,” But if so, we require to learn fi*om 
observation and induction how different nations, or different 
cliisses of men in the same nation, estimate different kinds of 
sacrifice, before we am explain, for example, how wages and 
profits vary in different employments with, as Adam Smith ex- 
presses it, “ the ease or hardship, the cleanliness or dirtiness, 
“ the honourableness or dishonoumbleness of the employment.” 

Among the disagreeable things that have to be borne 
Liibour itself generally occupies a prominent place, in the 
view of the deductive economists. Mill, for instance, speaks 
of “avemion to labour” as a “perpetually antagonising prin- 
“ciple” to the desire of wealth: and it has been customaiy 
to attribute to it an equal degree of universiility ; it being 
affirmed not merely that “ eveiy one desires to obtain as much 
“ wealth as possible,” but that he also desires to obtain it by 
“ the least possible amount of labour.” This proposition, how- 
ever, is open to the obvious objection that many persons get 
more happiness out of their work than they do out of a good 
deal of their expenditure. And in fact it is not necessary, 
in ordinary economic reasonings on problems of distribution, 
to assume that all the labourers dislike all the labour. The 
assumption ordinarily required is merely that every man will 
exact payment for his work if he can get it ; but this imme- 
diately follows fix)m the desire of wealth, if he has no special 
inducement for performing gratuitously the particular work in 
question; since the fact that a man likes his work is not a 
reason why he should consent to do it for nothing, if he can get 
something that ho desires by his labour \ • 

^ It may perhaps be urged that au aTersion to labour must at*any rate be 
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At the same time it is no doubt important in justifying, as 
against communism, the existing individualistic organisation of 
industiy, to shew that men in general are not likely to Y?'ork — 
to the extent required for the satisfiiction of the wants of 
society — without the powerfiil motive supplied by their desire 
pf wealth for thcmselveis and their families. And certainly we 
seem able to infer, from observation of the manner in which 
even the respectable rich employ their time, that no ira|)ort- 
ant part of the labour required for the p^oducti^n of wealth 
is likely to be ciirried on to an adequate extent, with ade- 
quate perseverance throughout the day and from day to day, 
by such beings as men now are, except under the influence 
of some motive more jK)werful than an average man’s liking 
for work. Whether any communistic scheme can be expected 
to supply such motives adequately is a question which we may 
afteiwards take occsision to discuss. Meanwhile, for ordinaiy 
economic rt^asonings, we may accept the proposition “ that eveiy 
“one desires as much wealth as possible at the leiist possible 
“sacrifice,” without necessiitily fidding that he always reganls 
as a sacrifice the labour by which he is able to j)roduce or earn 
wealth. 

From this fundamental Jissumption we may immediately 
infer that, so far as freedom of contnict exists, similar exchtmges 
will be mjide on ajiproximately similar terms, at least within 
the limits of the Sfune market ; meaning by a market ’ a body 
of persons in such commercial relations that each C4in easily 
acquaint himself with the rates at which certain kinds of ex- 
changes of goods or services are from time to time made by the 
others. For it is obvious that, if A prefers a greater gain to a 
smaller, he will not sell his goods or his services to B at a rate 
lower than that which h(i thinks he could obtain from C or D, 

supposed to operate at the point at which the labourer leaves off ; since other- 
wise he would not leave off, provided he could obtain any object of desire by 
continuing to work. And, no doubt, it would be usually safe to infer that at the 
close of any worker’s daily task of paid labour he likes such labour, decidedly less 
than some other nnremunerated employment of his time. Still the argument is 
not conclusive ; for a man may cease to labour merely because it would be bad 
economy of his powers to continue, since additional work to-da^* would cause a 
more than proportionate decrease in efficiency for work hereafter. 1 suppose 
that this explanation would be frequently true, as regards the higher kinds of 
intellectual work. ' 

I Cf. JevTms, Theory of Political Economy, c. iv., “ Definition of Market.” 
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allowance being made for any trouble, expense, or other sacri- 
fice that he would incur in getting the more favourable terms. 
This inference is often bnwully expressed by the statement that 
“ where there is open competition, two prices cannot be jK‘.r- 
“ manently maintained in one market for the same commodity”*. 
Such a statement, as onlinarily undeistood, implies that the 
market-price is determined by the unconcerted action of indf- 
vidual exchangers. We have, however, no ground for assuming 
a priori that the uncontrolled action of enlightened persons 
seeking eiich his own greatest pecuniary gain may not under 
certain circumstances result in a deliberate combination i>f 
sellers or buyers to dictate terms of exchange. And 1 shall 
afterwards shew that the question what price enlightened self- 
interest will prompt such a combined body to demand is not 
outside the range of the deductive methtid ; it is only a special 
case of the determination of the value of a monopolised article, 
which may be made the subject of abstract reiisoning as suitably 
}is any other determination of value. But it is convenient and 
customary to use the term ‘ competition ’ to imply the absence 
of such combination ; and I shall so use it. 

The operation of competition above described, by whi^ the 
terms of similar exchanges are kept api)roximately similar, 
should be carefully distinguished from that other action of 
competition, by which certain inequalities in the remunera- 
tion of dissimilar services tend to be continually removed, 
thouglK more slowly and indirectly. In this latter ciise we 
have to consider the influence exercised by the desire of wealth, 
and the knowledge of current rates of i-emuncration, not on 
the tenns of particular bargains, but on mens choice of — or 
adhesion to — their respective tnules or professions. The ex- 
istence of this influence may be inferred from the fissuinptions 
already made, as immediately and cogently as the- influence of 
competition on similar exchanges. That is, we may infer that 
persons considering what trade or profession to select among 
those open to them will, other things being equal, select those 
that they (or their advisers) believe to be best remunerated; 

^ That is, two prices which profeHsional sellers receive from buyers. If a 
dealer is both seller and buyer there must be two prices if he is to make a 
profit: the difference between these two prices may be small in a perfect 
market, but it cannot altogether disappeak. • 
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and further that Arsons will leave a badly remunerated trade 
when they think that they can obtain elsewhere a remuneration 
sufficiently higher to compensate for the trouble and announce 
— and in most cases extra risk — involved in the change. 

To complete our list of the assumptions on which the chief 
theorems of English deductive Political Economy are based we 
^ould have to include other propositions relating to several 
different social facts, such as Population, Agriculture, and 
Government. But the principles of competition ^bove given 
are certainly the chief and cardinal axioms of deductive eco-^ 
nomics: and perhaps they will servo for our present purpose. 
As I have stated them, they seem to me incontrovertibly 
legitimate as corresponding brmidly to the fiicts of modem 
industrial societies. But 1 see no tidequate ground for as- 
suming these principles d priori^ except with the qualifications 
above given; and as so qualified, they do not enable us con- 
fidently to explain or predict the economic phenomena of any 
actual society without additional daU, which can only be ob- 
tained by induction. We may affimi a priori that men will 
jirefer a greater gjiin to a less, other things being equal; but 
we cjin draw no positive inferences from this without ascer- 
taining how fiir other things are equal : and we can only learn 
by a careful study of fiicts the force of the other motives of 
which all economists admit the existence and importance; 
especially of the powerful but unobtnisive impulses which lead 
a man to do what other people do, and what he himself has 
done before. Similarly we may affirm that in a perfectly 
organised market, in which the temis of all bargains may be 
jiscertained without more trouble than average exchangers are 
able and willing to tjike, the price of similar commodities will 
be approximately the same, allowance being made for the 
trouble and expense of conveying the commodity ; but we can 
only learn by a study of fact^ow far in any given society at 
any given time the conditions of sale of any particular commodity 
approximate to those of a perfectly organised market. With 
what degree of precision the required knowledge can be ob- 
tained, what exertions, intellectual or physical, are needed to 
obtain it, what the probability is of these exertions being made 
by average sellers or buyers of the commodity in question, are 
all points that can only be determined empirically. So again, 
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it may be granted that competition tenos xio equalise the 
remunerations, so far as they are known, of dissimilar services, 
involv^g equal sacrifices and rendered by persons with equal 
natund qudifications and opportunities. But before we can 
apply this principle in any concrete case, we have obviously to 
ascertain how the difierent persons or classes of jiersons con- 
cerned estimate particulai’ sacrifices, and what their qualification^ 
and opportunities are; that is, to what extent, juid by what expen- 
diture of tinje and means, they are really able to fit themselves 
for each of the different careers that they are legally free to enter. 

§ 5. Our conclusion is that almost everywhere, in dealing 
with particular economic questions of a concrete chanicter, 
systematic induction is needed for the extictest possible deter- 
mination of data, as well as for the verification of conclusions. 
And in dex;laring that the method of Political Economy, regartled 
as a concrete science, is necessarily to a great extent inductive, 
we also declare that it is nocessfirilv historical, in a wide sense of 
the tenn ; for the fiicts of which it seeks to fiscertain the empirical 
laws, in order to penetrate their caused connexions, arc fiicts that 
belong to the history of human societies. The question can <mly 
be how fin* the history to be studied is recent or remote. {Jere, 
primA facie, we should distinguish provinces rather than metluxls 
of inquiry. There can be no doubt that the whole history of 
human society presents (jconomic phenomena, the investigation 
of which, with a view to the iiscertainment of their causes and 
effects, is a legitimate subject of scientific curiosity; the eco- 
nomic historian, so far as he is scientific, is obviously studying 
a bnmch of economic science. The only points on which con- 
troversy csin arise are (1) how fiir the knowledge of recent 
economic histoiy, or the methods usckI in obtaining such know- 
ledge, are necessjiiy or useful for the study of remote economic 
histoiy; and (2) conversely, how fiir the study of remote 
economic history tends to throw light on the problems of the 
present and the recent past. On the former question an at- 
tractive modits vivendi between the extreme historical school 
and the deductive economist is projiosed in Bagehot's (post- 
humously published) Economic Studies (1880). According to 
this brilliant and penetrating writer, “English Political Economy 
“ — the abstract science outlined by Adam Smith and constructed^ 
“by Ricardo” — is “only applicable to a limited and pecuyar world”; 
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it may be defined^us “ the science of business/’ such as business 
is in societies of “grown-up competitive *' production and trade ; 
a “theory of comineme, as commerce tends to be mor^) and 
“ more when capital increases and commerce grows.” It cekainly 
seems clear that elaborate deductive reasonings based on the 
easy transferability of labour and capital from place to place 
*and from employment to employment are primarily applicable 
only to such advanced societies as Bagehot has in view; and are 
only useful — if at all — as a preliminary intellectual exercise to 
the economic historian who is concerned with less advanced 
communities. But this hardly justifies us in adopting the 
sharp distinction jiroposed by Bagehot between an “ economic ” 
and a “ pre-economic ” era ; or at any rate a thoroughly “ pre- 
“ economic” society may with almost equal justice be called 
“prehistoric.” Any society that has a “history,” in the ordinary 
sense, has anived at the stage of development at which the 
analysis that economic science offers of the fundament^ notions 
of utility, value, wealth, capital, money, of the vaiyingly. n.?- 
munenitive empl<^3rment of man’s lalxmr on his physical environ- 
ment, and of the geneml laws determining competitive exchanges, 
musj be at any rate pirtially applicable to it. 

However, it belongs rather to the historian than the eco- 
nomist, according to the ordinarily recognised division of 
intellectual labour, to decide how far this general analysis and 
any abstnict reasoning based on it are useful for his inquiries. 
But it may he worth while to point out to the more aggressive 
“ historicists ” that the more the historian establishes the inde- 
pendence of his own study, by bringing into clear view the 
groat differences between the economic conditions with which 
we are familiar and those of earlier ages, the more, prinui facie, 
he tends to establish the corresponding independence of the 
economic science which, pursued with a view to practice, is 
primarily concerned to understiind the present. The more 
effectively, for example, he proves that modem economic ana- 
lysis, and deductions based on the assumption of free compe- 
tition and mobility of labour, are inapplicable to the study of 
mediaeval history, the more improbable he makes it that the 
study of mediaeval history has any important light to throw on 
the economic problems of modem communities in the most 
advanced stage of development. 
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Taking now the point of view of the economist whose 
primary task is to understand the phenomena of his own age, 
we may perhaps reduce the area of controversy by pointing out 
that the question, how far knowledge of the past is important 
for a scientific grasp of the present, is one that will prj^md fade 
receive a different answer in relation to different inquiries. In 
the first place, it may be noted that some economic proposi- 
tions — usually of a general and elementary kind — while true in 
all stages of .economic development, still find their most im- 
pressive verifications in stages antecedent to our own. For 
instance, the effect on price of a deficiency in the supply of 
a necessary of life, which modem cosmopolitan commerce tends 
to confine within narrow limits, is most strikingly manifested 
by the dearths of the middle ages. So again, the great epi- 
demics of the same |)eriod, especially the so-calle<l Bhick Death, 
similarly illustrate the power of a deficiency in the supply of 
labour to jaiae its value ; and the latter example is all the more 
interesting because of the barriers of law and custom through 
which competition had to force its way. Even in dealing with 
modem questions of a more special kind, the moat impressive 
evidence may often be obt.‘dneri by a retrospect considerably 
extended, though not usually so far as in the crises just men- 
tioned. Thus it may be hoped that no m<Mlera state wdll again 
give such an object lesson in the dangers of an inconvertible 
paj^er currency Jis both France tind North America provided in 
the last quarter of the eighteenth centiuy ; and it may be hoped 
also that the English student will always have to turn to the 
first quarter of the nineteenth for a full exhibition, in his own 
history, of the evils of an unguarded legal right to poor-relief. 

The instances above given are all useful to the student of 
the economics of advanced communiti€‘.s. But human fWKueties 
are axitually coexisting in different stages of economic develop- 
ment ; and concrete economic science, « • ven if pursued with 
practical ends, cannot exclude from its view the economic 
phenomena of the less advanced; and for the^,, instnictive 
analogies are still more likely to be obtained fipm the past 
history of societies now in the late.st stage. Thus competent 
judges hold that it might have prevented serious mistakes in 
our government of India, if the governing statesmen had had 
before their minds the historical development of land-tenure, as 
we now conceive it to have taken place in European countries. 

4 


S. P. £. 
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So far we have considered the relation of the science of 
Political Economy to economic histoiy regarded as a special 
branch of the whole historical study of human society, — a branch 
which, in the division of intellectual labour that the progress 
of knowledge renders increasingly necessary, has, in the last 
generation, attained a degree of practical independence re- 
^ sembling, for example, that of ecclesiastical history. But some 
of those who have from time to time during the last centuiy 
announced the proximate triumph of History ^over the old- 
fashioned Political Economy have rather had in view the 
general study of human society as a whole, treated historically, 
as the study of a process of development. It is held that a 
scientific knowledge of the fundamental laws of this develop- 
ment will enable us to predict in outline the future histoiy of 
society; and that such a general forecast must be more reliable, 
even as regards future economic conditions, than any pre- 
dictions founded on a study of economic phenomena alone. 
There is much to be said for this contention, on the supposition 
that adequate scientific knowledge of social development has 
been attained. But in the present condition of the general 
science of Society, the controversy between sociologists and 
economists is rather like certain disputes between European 
nations for the possession of African territory; since it does not 
seem to relate to any region effectively occupied and cultivated 
by either science, but to a far-i-eaching “ hinterland ” which it is 
hoped to occupy and cultivate hereafter. 

§ 6. The limitations to the use of the deductive method in 
Political Economy which have been indicated above appear to 
me obvious and incontrovertible: and I have endeavoured 
always to keep them in view throughout the discussion of 
the laws of Distribution in Book II. I must admit, however, 
that they have not always been duly recognised by deductive 
economists, who have in consequence been led to make 
somewhat too sweeping assumptions as to concrete facts. I 
think that writers of the opposite school have done good 
service in criticising these assertions, and the confident and 
dogmatic tone in which they have been enunciated. But I 
cannot accept the conclusion, which some of them have 
proceeded to draw, that the traditional method of English 
Political, Economy is essentially faulty and misleading. I quite 
admit that the direct utility of the deductive method, as a 
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means of mterpreting and explaining concrete &cts — though 
not its validity, so long as it is regarded as merely abstract and 
hypothetical— depends on its being used with as full knowledge 
as possible of the results of observation and induction. But its 
indirect utility, as a means of training the intellect in the kind 
of reasoning required for dealing with concrete economic prob- 
lems, depends to a far less degree on such empirical knowledge ; 
and I cannot see that this indirect utility is materially affected 
by any divergences that have been shewn to exist between the 
premisses of current deductions and the actual facts of industry. 
On the other hand, I think that both the validity and the 
utility of the current deductions have been somewhat impaired 
by a want of thorough explicitness as to the assumptions on 
which these reasonings depend, and by a want of cleartiess in the 
cardinal notions employed in them. In order to guard against 
this latter defect, I have been led to perform with rather unusual 
elaborateness the task of defining the cardinal terms of Political 
Economy. The precise advantages that I have hoped to gain by 
this are explained in the second chapter of the following book, 
in which the task is commenced ; and I trust I shal! convince 
the reader that the process, however tedious, is absolutely 
indispensable to that exact treatment of economic questions, 
to which alone the epithet ‘scientific’ ought to be applied. 

Here I may notice a discussion that has been raised^ on an 
issue still wider than that debated between the advocates of the 
“ a priori ” economics, and the inductive or “ realistic ” school ; 
namely, as to the pretensions of Political Economy to be re- 
garded as a science at all. I certainly think the language some- 
times used by economic writers, suggesting as it does that the 
doctrines they expound are entitled in respect of scientific 
perfection to rank with those of physics, is liable to bo seriously 
misleading. But I am not disposed to infer from this that we 
ought deliberately to acquiesce in treating Political Economy 
unscientifically. My inference would rather be, not that we 
ought not to aim at being as scientific as we can, but that we 
ought to take care not to deceive ourselves as to the extent to 
which we have actually attained our aim : that, for instance, so 
far as we are treating Political Economy positively, we should 
avoid mistaking a generalisation from limited experience for a 
universal law; and so far as we are treating it hypothetically, 

* See eq»eoisl]y Professor Price’s Practical Political Economy. 

4—2 
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we should take care not to use words in different meanings 
without being aware of the difference, nor suppose our notions 
to be quantitatively precise when they are really indefinite. 
The endeavour to be scientific in this sense vdll not lead to 
hasty and mistaken dogmatism ; on the contraiy, it will, I hope, 
deliver us firom the hasty and mistaken dogmatism, caused 
by loose and confused thinking, to which ‘common sense* or 
‘ natural intelligence ’ is always liable. 

§ 7. A brief reference may be made to the further question 
how far the method of Political Economy is properly mathe- 
matical. This question was brought into special prominence 
in England by the emphatic affirmation of Jevons, in his highly 
original and important Theory of Political Econmny (1871), 
that “ economics, if it is to be a science at all, must be a 
“ ‘ mathematiciil science.’ ” In‘ a certain sense the affirmation is 
inc^ontrovertible, since one of the principal aims of economic 
science is to detennine the relations of varying quantities — 
e.g,, to ascertain how the increase of the quantity of capital in 
a countiy affects rent and wages, how changes in the quantity 
of a commodity demanded at a given price affect its actual 
price, &c. The only disputable point is how fiir it is necessary 
or expedient to represent these quantitative relations by mathe- 
matical symbols or diagrams. The answer must obviously vaiy 
to a great extent with the complexity of the reasoning to be 
represented. Some quantitative deductions are so simple that 
it would be pedantic to express them otherwise than in ordi- 
nary English; some are so elaborate that it would bo a tour 
de force to follow them without the aid of the technical 
language of mathematicians. Between the two comes an 
intermediate chiss of reasonings for which the use of mathe- 
maticjil symbols or diagrams is, on the one hand, not indis- 
pensable, while, on the other hand, it is troublesome to persons 
who have not hfid a m<athematical training, however convenient 
it may be for those who have had such a training. If, whilst 
giving an important place to the deductive method, I do not 
adopt a formally mathematical treatment of economic problems, 
it is because I am of opinion that the deductions really useful, 
in the present state of our empirical knowledge, fall within this 
intermediate class in respect of elaborateness and complexity. 
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CHAPTER 1. 


THE THEOllY OF PRODUCTION. 

§ 1. The fundamental question with which we shall be 
concerned in the jiresent Book may be simply 4at'‘d thus: 
Under what conditioiLS, or by the operation of what laws, 
does a society become more or loss wealthy ? The need of 
a more precise definition of this question, and the proper 
mcxle of meeting this need, will bo explained nh we go on; 
at the outset this more obvious and popular statement seems 
sufficient. 

In considering this question the first point which presents 
itself is the difficulty of sf^paniting the study of Production 
from the study of Distribution and Exchange. It is efisily 
seen that the kinds of wealth produced in any scxjiety depend 
largely on the manner in which wealth is distributed among 
the members of the society. In a community where there is 
a large middle class, there will probably be an abundance of 
clieap luxuries ; while where there are only a few rich pei sons 
among a multitude of jK>or, we shall expect to find a production 
mainly of necessaries, with a small amount of costly and elabo- 
rate commodities. Similarly, distribution cannot fail to influ- 
ence the amounts of wealth produced; since both the nature 
and the intensity of the motives, that normally prompt men 
either to labour or to save, vary considerably according to their 
position in the scale of wealth and poverty. The precise im- 
portance of the influence thus exercised on production is no 
doubt hard to estimate. Indeed if we were able to estimate it« 
exactly — if, for example, we could tell how far the improvement 
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in industrial instruments and processes would go on as at 
present, if the investors and managers of industry had not^the 
present keen spur of private gain — the controversy between 
Socialists and Individualists would be much nearer settlement 
than it i8.« But however we may answer such questions as this, 
^we are bound to take note of the effects of the existing distri- 
bution of wealth, as supplying to the different classes engaged 
in production the stimulus that actually prompts the energetic 
and sustained labour and the extensive outlay *of wealth for 
remote results, which we find them undertaking. 

None the less does it seem desirable that we should practise 
ourselves in contemplating the prxxress of production from the 
point of view of a society as a whole, abstracting as far as 
possible from the ' adjustment of the terms of co-operation ' ^ 
among producers; so that the total gain or loss in wealth re- 
sulting from any given change to the aggregate of human beings 
concerned may be habitually distinguished from those gjiins iind 
^Tosses of individuals and classes which do not involve changes in 
the wealth of the society as a whole. Nomaally, no doubt, what 
is productive of wealth to an individual tends to increase the 
weakh of the community of which he is a part ; but this is not 
always the case, for example, a man may make money by pro- 
moting a joint-stock company that fails ; and even when the two 
effects are combined, they may be combined in indefinitely 
vaiying proportions. And to confound the effect of any cause 
on the wealth of a portion of a society with its effect on the 
whole wealth of the society is one of the commonest forms of 
error in popular economic discussion; the operation of a new 
law, a tax, a war, or other important social event, in increasing 
or diminishing the wealth of some particular class of persons, 
being specially striking and impressive, attracts the attention ol 
ordinary observers to the exclusion of all other effects. Further, 
many of the cardinal notions of Political Economy, such as 
Capital, Profit, Cost of Production — even the more elementaiy 
notion of Wealth — are naturally conceived somewhat differently 
from the point of view of the individual and from that of 
society ; and it is important to recognise clearly this doubleness 

1 The phrase is quoted from Hearn’s Plutoloffij. I take the opportunity 
\>f aoknowledKiug the assistance that I have derived from this well-vrritten and 
instructive w\)rk, in composing the present portion of my treatise. 
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of meaning, so as to guard against the confusions that are liable 
to arise out of it. 

Accordingly I propose in the present Book to keep as con- 
sistently as possible to the social view of industry. We shall 
consider the members of the human family as combining, on 
certain terms, the determination of which we do not at present 
investigate, in the work of adapting their material environment 
to their joint needs and uses; we shall examine the circumstances 
that have been favourable or adverse to this combined operation, 
and tiy to forecast, so &r as may be, the prospect of gre;iter or 
less success in it hereafter. We must take notice of variations 
in the amounts of the products of industry, hilling to the lot 
respectively of the different classes of persons who have com- 
bined, personally or by lending their pixiperty, to produce 
them; indeed we shall have to consider these varying shares 
fi*om two distinct points of view, both as motives to labour and 
saving, and as means to the efficient performance of functions ; 
but we shiill not yet inquire how the proportional amount of 
each share comes to bo neither more nor less than it is. 

§ 2. But whilst I proiK)se to separate the theoiy of Pro- 
duction, as far as possible, from that of Distribution ancK Ex- 
change, there is one fundamental and difficult notion of which 
we cannot advantageously postpone the discussion, although it 
may seem to belong rather to the latter department than to the 
former. This is the notion of Value. The cardinal question 
with which we are concerned is a quantitative question, in- 
volving a comparison of amounts of wealth ; and it is, therefore, 
impossible to discuss it with any precision of thought until we 
have settled how wealth is to be measured. Now undoubtedly, 
in ordinary thought and discourse, wealth is measured by its 
value ; for when wc say that a man’s wealth is increased, we do 
not usually mean that he owns more matter, but that what he 
owns is more valuable. It seems acconlingly desirable, in order 
to attain a scientific method of measuring wealth, to begin 
by examining the notion of Value and then to attempt 
to determine the notion of Wealth so far as is needful for 
the purpose of the present inquiry. The examination of 
these two fiindamental conceptions occupies the two following 

^ Thin order of treatment has moreover the incidental advantage of separating^ 
the disonssion of the meaning of valae hrom that of the canseB of vSlae. 
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chapters. In the third chapter I proceed to what I may call a 
'qualitative analysisr’ of the conditions of Production; in the 
course of which the relation of Capital to other facK)rs of 
industrial progress comes naturally to be indicated. But to 
make this«relation quite clear, it is necessaiy to take up again 
^e task of definition and affix a precise meaning to the term 
Capital. Then in a concluding chapter I examine how fiu" 
we can determine the general laws of operation of the causes 
on which the increase or decrease of wealth -in any society has 
been found to depend. 



CHAPTER II. 

THE DEFINITION AND MEASURE OF VALUE. 

§ 1. Before attonijiting to make the common notion of 
value clear and quantitatively precise, it may be useful lo explain 
my general view of the work of definition, which will occupy 
so large a splice in this pai*t of my treatise. For, in S])ite 
of all that hjis been written, by auth()i*s of deserved rej)ute, 
on the phice of Definition in Economic Science, ii still seems 
to me that this introductory pxrt of the study is mrely tAatod 
from such a point of view as would enable us to derive the 
maximum of instruction from it. The economists who have 
given most attention to the matter seem to me commonly to 
fall into two opj)osite errors at the saiiie time. They underrate 
the importance of seeking for the Ixist definition of each car- 
dinal tenn, and they overmte the importance of finding it. 
The truth is, — as most reiulers of Plato know, only it is a tnith 
difficult to retain Jind apply, — that what we gain by discussing 
a definition is often but slightly I'epresented in the superior 
fitness of the fonnula that we ultimately adopt; it consists 
chiefly in the greater clearness and fulness in which the cha- 
racteristics of the matter to which the fonnula refers have 
been brought before the mind in the process of seeking for it. 
While we are apparently aiming at definitions of terms, our 
attention should be really fixed on distinctions and relations of 
fact. These latter are what we are concerned to know, con- 
template, and as far as possible arrange and systematise; and 
in subjects where we cannot present them to the mind in 
orderly fulness by the exercise of the organs of sense, there is 
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no way of surveying them so convenient as that of reflecting on , 
our use of common terms. And this reflective contemplation 
is naturally stimulated bj’ the effort to define ; but wh^n the 
process has been fully performed, when the distinctions and 
relations of fact have been clearly apprehended, the final ques- 
tion as to the mode in which they should be represented in 
a definition is really — what the whole discussion appears to 
superficial readers — a question about words alone. Hence in 
comparing different definitions our aim should be far less to 
decide which we ought to adopt, than to apprehend and duly 
consider the grounds on which each has commended itself to 
reflective minds. We shall generally find that each writer 
has noted some relation, some lesemblance or difference, 
which others have overlooked ; ^ and we shall gain in com- 
pleteness, and often in precision, of view by following him 
in his observations, whether or not we follow him in his con- 
clusions. I may observe that there is a natural tendency to 
estimate the results of intellectual, as of other, labour in pro- 
portion to their cost ; hence the more difficulty we have found 
in drawing a line of definition, the more inclined we are to 
emphasise its imiK)rtance when once drawn, and to overlook or 
underrate the pijints of resemblance which objects excluded 
by it have to those included. Whereas the \Gry difficulty 
of drawing the line is most likely due to the importance of 
these points of resemblance ; and instead of forgetting them 
when the work of definition htis been performed to our satis- 
faction, we ought to take special pains to keep them before 
our minds. Often, indeed, we have to admit that — even when 
a distinction is of fundamental im|K)rtance — no sharp line of 
definition can be drawm, owing to the griidual manner in which 
the cases near the line shade off into each other. 

I have said that in the work of definition, the final ques- 
tion — the point which we directly raise and settle — must be 
merely a question as to the use of words. In saying this I do 
not at all mean to depreciate its imjwrtance, or to justify a 
careless treatment of it. No doubt if our view of the subject 
is tolerably complete, and our notions clear and precise, it is of 
secondaiy importance what verbal tools we use in reasoning, so 
♦long as we use them consistently ; but this secondary import- 
ance is sufficiently great to claim our most careful consideration. 
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There seem to be two conditionB which it is oh cliflfcrent grounds 
desirable that a definition should satisfy as far as possible ; but 
we sl^uld bear in mind that wo frequently cannot completely 
satisfy either — still less both together. In the first place, we 
should keep as closely as we can to the common use of lan- 
guage: otherwise we are not only exposed to the* danger of 
being misunderstood by others, through the force of habitua/1 
usage overcoming the impression produced by express defini- 
tion ; but we^ further run serious risk of being inconsistent with 
ourselves, on account of the similar effect of habit on our own 
minds. Secondly, our definitions should be precisely adapted 
to the doctrine that we have to expound ; so that we may avoid 
as far ;i8 possible the continual use of qualifying epithets and 
])hrases. In iiiming at the first of these results, we should not 
forget that common usJige may be inconsistent; on the other 
hand, we should not hiistily iissunu^ that this is the case. 
Economists have scunetimes missed the useful lessons which 
common thought has to tejich, by deciding prematurely that a 
word is used in two or meire distinct s(‘nses, and thus omitting 
to notice thc^ common link of meaning that connects them. 
Still, it will of course ofUm happen that we cannot fit a^word 
for scientific use without cutting off some part of its ordinary 
signification: hence it is veiy iniportjint that we should keep 
carefully distinct the two very different questions, (1) What do 
we commonly mean by the terms, Value, Wealth, Caj)ital, 
Sloney, &c. ? and (2) What ought 'we to mean by them — what 
meaning is it, for scientific jiurjnises, convenient to attiich to 
them ? I think that a goixl deal of unnecessan^ controversy has 
l)e(!n due- to a want of clear separation lK*twoen these two very 
different inquiries, and the different methods of discussion 
respectively appropriate to them. It seems to be forgotten 
that the fonner question is not stricllv «in economic question 
at all, but a linguistic one; we may even add that it is a lin- 
guistic question which those who are most acquaint(»-d with 
economic facts find themselvc's least able to solve succinctly and 
sjitisfiictorily : since in attempting to give to common terms the 
precision which their own view of the facts requires, they inevi- 
tably raise questions which arc not raised in onlinary thought, 
and to which, therefore, it is illusory to suppose that common 
usage gives even an implicit answer. Again, in trying to adapT; 
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our terms to scientific purposes, we must remember thdl, dealing 
as we are with facts whose relations of resemblance and differ- 
ence are highly complex, we may often require to classifj^them 
somewhat differently for the purposes of different inquiries; 
and that hence a definition which would be most suitable 
for one investigation will require some modification to render 
it convenient for another. Economists have frequently found 
this ; And have been content to meet the difficulty by using the 
same word with slight differences of meaning, l^his seems to 
me often the best course to adopt, provided the change is clearly 
stated and kept before the reader’s mind. I find, however, that 
even careful writers have been too much inclined to slur over 
the differences of meaning, and keep them in the background, 
especially when they are not considerable in amount : a proce- 
dure which dangerously tends to encourage looseness of thought. 

I have spoken once or twice of the importance of making 
our thought precise. I do not mean that we should necessarily 
aim at quantitative exactness in all our statements of economic 
laws. I quite agree with the writers (such as Caimes) who 
have warned us against the futility of such an aim. But the 
more^ inevitable it is that our conclusions should be merely 
rough and approximate, the more important it becomes that we 
should be thoroughly aware when and how far they are wanting 
in exactness ; and in order that we may be aware of this, we 
should make our cmceptions as precise as possible, even when 
we cannot make our statements so. Only in this way can we 
keep before our minds the inadequacy of our knowledge of 
particulars to supply answers to the questions which our general 
notions lead us to ask. And if, as is sometimes the case, even 
our general conceptions cannot be reduced to perfect exactness, 
it is still desirable that we should know why this is the case, 
and what obstacles the fact presents to our efforts to think 
precisely about it. This last precaution seems to me to have 
been specially neglected by economists. Most of the objects 
about which they reason are conceived as possessing definite 
quantity. Yet, for example, some of the most eminent of them* 
have not always seen that it is impossible to think definitely of 
the quantity of any aggregate of diverse elements, except so fer 


^ Cf. po»t, B. 11. c. ii. 
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as these dements admit of being i;educed to*a common quanti- 
tative standard ; and that unless this is done, when we speak of 
such ^ aggregate as having increased or decreased in amount, 
or of something else as vaiying in proportion to ” it, we are 
using words to which there are necessarily no definite thoughts 
corresj)onding. 

Bearing in mind then these general cc»nsiderations, let u# 
attempt to deal with the much controverted notion of Value 
u{K)n the pr^ciples above laid down. 

§ 2. Economists have usually followed the Physiocrats in 
attributing to the term value two different meanings, utilit}' 
and power of purchasing. The distinction thus drawn between 
“Value in use” and “Value in exchange” is certainly im- 
portant; but the account usually given of the two notions 
overlooks the connexion between them ; which lies in the com- 
jmrison of alternatives which the term value in either sense 
essentially implies. For let us consider what we mean when 
we s{)eak of a man setting value on, or attaching value to, 
things to which the idea of exchange is inapplicable — whether 
this inapplicability be due to circumstances isolating the man, 
as, for instance, if we think of Robinson Crusoe on his i^and ; 
or to the fact that no one else would buy the things, as in 
the case of old letters and other memorials, knowledge of 
various kinds, &c. We do not, I think, mean exactly that 
the things are useful to him; though no doubt they are 
in a certain sense useful, that is, they satisfy or prevent some 
want or desire which is or would be felt in the absence of 
them^ But we mean that the man would, if necessaiy, give 
something to gain them or prevent their destruction. This 
something may be some useful material thing, or it may be 

^ This seems to be the accepted meaning of the terms ^^nseful,” ** utility,’* 
<feo., in the present discussion. It is not, I think, quite convenient to say ^ith 
Professor Jevons that * useful’ is that which givi>s pleasure; and to measure 
* utility,’ in the Benthamite way, by the balance of pleasurable over painful 
oonsequenoes. For prim& facie there are many valued things — alcohol, opium, 
(kc. — which not only have an actual tendency to produce a balance of painful con- 
sequences to their consumers, but are even known to have this tendency by many 
of the persons who nevertheless value and consume them. And in dealing with 
the determination of valne we are not concerned-— except in a very indirect way 
— with these painful consequences : what we are concerned with is the intensity 
of the desire or demand for the articles in question, as measured by the amount, 
of other things, or of labour, that their consumers are prepared to ^ive for them. 
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labour of some kihd; the general notion of value leaves this 
quite indefinite, provided only the giving of the matter or 
the labour would not occur unless there was something^ to be 
got or preserved by it. All that it distinctly involves is the 
notion of something else^ presented as a possible alternative^ 
for the thing valued. 

If this, then, be the fundamental conception of Value when 
exchange is out of the question, it does not seem to be essen- 
tially altered in the more onlinary case when, iq speaking of 
the value of a thing, we no doubt have in view its Exchange 
Value. Only in this latter case we mean that other people 
would give something for the article in question: that if 
ofiered for sale it would fetch a price in the market. If we 
only wanted a qualitative definition of the common notion of 
value, we need not press our inquiries Ix^yond this; we need 
not go on to ask what it is that other people would give in 
exchange. But if we use the notion quantitatively y as we com- 
monly do, jind as wo require to do for the puriM>se8 of economic 
science, if, for example, we think of a thing A as hfiving 7nore 
value than a thing B, we must moan that some ijurchasers will 
give^for A more of a certain kind of thing than any purchascT 
would give for B. That is, we require a Standard of Value. 
And further, if we make our quantitative comj)ari8on precise, 
and think of one thing as being, for example, twice as valuable 
as another, we commonly imply that there cannot be two prices 
for the same thing at the same time. So long as this market 
is thought of as at a particular pUice and time, the conception of 
a standard of value presents no difficulty. Obviously, any thing 
we choose will serve for a stiindard ; for if cloth, for example, 
will sell in a perfect market for more of any one thing than 
linen will, it will sell for more of any other thing. 

But a |)erplexity arises when we compare the values of the 
same thing at different times, and speak of things increasing 
or decreasing in value. For here we can no longer take any- 
thing we like as a standard of value ; since we do not think a 
thing more valuable because it will sell for more of something 
that has grown cheaper. When, therefore, we say that a thing 
has risen in value, what exactly do wo mean ? To this question 
one of two answers is commonly given; either (1) that the 
thing will sell for more of things in general, or (2) that it 
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will sell for more of something which itself ffiid not varied in 
value. Neither of these answers is altogether satisfactoi*y. The 
fiist is at once abstract and vague ; we cannot actually exchange 
an article for ‘ things in general ’ ; and it is not easy to see how 
we ctvn state its value in terms of such an aggregate, if the 
elements composing the aggi-egate have in the mean time 
varied in value relatively to each other, as may easily be the 
ctiae. The second aiLswer appears to avoid this difficulty ; but 
this appearance is soon dispcdled. For reflection shews us 
that the notioii of 'not varying in value* must be exactly as 
hard to define as the ojipositc? notion of ‘varying in value.’ 
The si.‘COTid answer, therefore, still leaves us asking “ What does 
“ variation in value mean and how is it to be measured ? ** 

There is, however, a mcKle of meeting this difficulty, which 
is given in perhaj>s the clearest form by t'aimes^ He has 
no doubt that, when in discussing an a<lvance in thc‘ price 
of butcher’s meat, we ask whether meat has ristui ru- money 
fall<*n in value, “obviously theiv is a tacit reference to the 
“causes on which value depends: and the question really raised 
“is not strictly Jis to the change in the (‘xchange value of meat 
“and money, but as to the cause or causes which have produced 
“the change. If we believe that the change is tniceable to 
“ a Ciiuse primarily affecting meat, we say that meat has risen 
“in value,” &c. I cjiimot agret* that this intc‘rj)rctation of the 
ordinary notion of change in value is “obviously” correct; iis 
I think that many persons would speak of a thing as having 
falU*n in value, when they found that it had fallen ndatively to 
all other things, even though the}’ might know the change, to 
be due to caus(^s affecting primarilj^ these other things'-*. And 
I think that most persons would And it difficult to distinguish 
clearly the cmises of change in value that ‘ primarily affect ’ 
a particuliir Jirticle from those that primarily affect othei* things. 

^ Som> Leadiuff PrincipleSy Part I. c. i. ^ 1. Of. bLo Mill, Political Keonomy^ 
Book III. c. I. § 3. 

* The current diHCUHHion of the appreciation of gold shewR that there is 
a disagreement on this ]K)int as to the meaning of words ; for some disputants, 
admitting that the general purchasing power of gold has increased, affirm 
that gold lias not ‘really risen in value’ because this change is due to the 
improvements which have enabled other things to be produced at less cost: 
while others mean by ‘ appreciation * or rise iu value the admitted increase in 
general purchasing power, and consider that the only question is as to the 
catwes of the appreciation. 
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Take the common case of a rise in price due to an intensifica- 
tion in the demand for an article. This intensifie<l demand 
may itself be caused mei'ely by an increase in the supply of 
other things; as when society growing richer wants more old 
silver an^ is j)i*epared to pay more for it. We can hardly call 
such a phenomenon a “cause primarily affecting” the old 
silver; yet I think we should commonly say that old silver 
had risen in value under such circumstances. Suppose, again, 
that the intensified demand were due merely to an alteration in 
social habits, without any incre^ise of general wealth ; still, even 
in this case, being the expression of an increased preference for 
old silver as compared ^dth certain other luxuries, it is the 
effect of a cause simultaneously affecting these other articles. 

On the whole, I think that, strictly speaking, the “causes 
“primarily affecting” a thing that varies in exchange value 
must be understood to be causes affecting its supply — if 
Caimess interpretation of “change in value” is to have any 
definite significance. Of such causes the most important, in 
the case of most articles, is a change in the amount of labour 
required for producing cither the article itself or the instru- 
ments and materials employed in its production. In this way 
we are led to Ricardo’s view that a “comm<xlity which at all 
“ times required the same sacrifice of toil and labour to produce 
“ it ” would be “ invariable in value ; which implies, what he 
elsewhere expressly says, that “labour is a measure by which 
“ the real as well as the relative value ” of things “ may be 
“estimated.” But on this view the “real value” of things 
must be different from their “ exchange^ible value ” — even rela- 
tively to labour; since the proportion that labourers obtain 
of what they produce admittedly varies. I am not aware that 
Ricardo anywhere expressly draws attention to this distinction 
between the “cost or real value” of things and their “ex- 
“ changeable value”*; but it is definitely stated by his disciple 
McCulloch, who affirms that “real value or cost is to be esti- 
“ mated by the quantity of labour directly or indirectly expended 
“on its acquisition”*, while admitting that it is only under 

^ Bicardo, Political Ketmomy, c. xx. 

* As I have already said, I am of opinion that Bicardo does not quite clearly 
distinguish between a theory of the causes of a change in value and a view 
of what constitutes such a change. 

s MoGullooh, Political Economy^ Part IT. c. i. 
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special circumstances that the “exchangeable value,” even of 
a “ freely produced commodity,” exactly corresponds to its real 
value. 

It is remarkable that Ricardo and M^^^Culloch could delibe- 
rately adhere to the statements above quoted, while they at 
the same time drew attention to the differences in the value 
of different products due to the different degrees of dunibility of 
the cjipital employed in producing them:— or, which (iis Ricanlo 
says) is the sjime thing, the different lengths of time roquirc.*d 
to elapse in each cfise between the applicjition of productive 
labour and the trjinsfer of its product to the consumer. At any 
rate all economists — except those Socialists who have per\’erted 
Ricanio’s inconsistency into an argument against the remu- 
neration of capitalists — would now agree that in M^'Culloch's 
estimate of cost “labour and delay” (or some corresponding 
tenn) must be substituted for “lal)our” simply. 

With this qualification, the Rieanlian interi)retation of the 
common notion of “ real value ” appears to me tenable ; especi- 
ally when we consider value from the social point of view. It 
does not seem forced or stniined to stiy that products in general 
have gro^vm “ really cheajxjr,” meaning that society ’would ilot 
have to give so much labour ami time in order to obtain them. 
As was before said, in the ‘comj)arison of alternatives* which 
I hold to be essentially implied in the common notion of value, 
the exjict nature of the alternatives conqmred is not determined; 
and when we consider in the aggregate the valuable prf)ducts 
of the labour of juiy community it is natural to compire this 
aggi’egate of products with the labour (and delay) that it would 
cost to reproduce them — so far at least, Jis we should desire 
to reproduce them. Hence I regard the question ‘whether a 
‘thing costs more to produce’ as an admissible interpretation 
of the question ‘whether its value has realiv risen I do not, 

^ The doctrine of Ricardo's that we have been discussing should be carefully 
distinguished — as it is by its author — from the view taken by Adam Smith 
in adopting labour as the ‘^real measure of exchangeable value," for Adam 
Smith means not the labour expended in producing anything, but the labour 
tliat it would buy. The reason that he gives for his view is that “ labour never 
* 'varies in its own value." In saying this he does not of course mean that 
labour does not vary in its exc flange value i he is perfectly aware that “it may 
“sometimes purchase a greater and sometimes a smaller quantity of goods." 
What he means is that labour is always the same saorifioe to the labourer: has 

5—2 
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however, think that Riconlo or any of his followers has fully 
faced the difficulty of making this notion of cost quantitatively 
precise. For to do this we require a common measure for 
labour and delay and for different kinds of labour: and if we 
take — Bjp the customary measure — the market price of these 
different sficrifices, wo get a result which may continually vary 
while the sacrifices remain unchanged. Also, though the higher 
wages jMiid for higher qualities of labour partly represent the 
extra labour that has been employed in training the superior 

always, we may say, the same negative ** value in use'* for him. But even this 
statement, if unqualified, is in palpable contradiction to common exiierience. 
An amount of work which would cause no sensible inconvenience to a man 
in health would be a grievous burden to an Invalid; and almost all men like 
tasks, which they arc conscious of being able to accomplish well, better than if 
they could only perform them iudifferently. In fact, when we consider the 
higher kinds of skilled labour, it must be evident that the labourer often gets 
more enjoyment out of his work than he does out of anything else in life. So 
much, indeed, Adam Smith seems by implication to allow, lie is thinking only 
of common labour; and even as regards this he only maintains that ** equal 
** quantities of labour, at all times and places, may be said to be of equal value 
“ to the labourer,” in the sense that “in his ordinary state of health, strength, 
“ ivnd spirits, in the ordinary degree of his skill and dexterity, lie must alw'ays 
“ lay down the sanie portion of his ease, his liberty, and his happiness” {Weaith 
of Nations, Book I. c. v.). The qualitications thus introduced are considcrsble ; 
but even when so qualified, the statement appears to me inadmissible. For by 
“equal quantities of labour” Adam Smith must, I suppose, be understood to ' 
mean labour of equal intensit^^ for equal times: but then, as Jevons says, 
“intensity of labour may have more than one meaning: it may mean the 
“quantity of work done, or the paiiifulness of the effort of doing it.” It is 
the latter of these characteristics w’hich Jevons chooses for measuring labour: 
but if wc take this view of quantity, Adam Smith’s proposition is reduced to 
the tautology that equally painful laliour is always equally painful to the 
labourer; if, on the other hand, we measure int(>n»>ity of labour by quantity of 
work done, Adam Smith’s proposition comes into glaring conflict with facts; as 
will be evident if we imagine ourselves proposing to an average Bengalee in his 
ordinary condition to raise through a given space in a given time the amount of 
weight which would be cheerfully lifted by an average English navvy in his 
ordinary condition. If, however, we measure “quantity of labour” by time 
only, the statement is even more clearly opposed to coiumdn experience. 

There seems, therefore, to be no sense in which Adam Smith’s proposition 
can be accepted. Bnt even if it were granted that labour has always the same 
negative ‘value in use’ fur the labourer, 1 cannot see that this would be a 
sufficient ground for taking it as the standard of exchange value. For since at 
the same time and place the labour of one class of men certainly differs in 
exchange value from that of another class, wo shall still have to choose which 
kind of labour is to bo taken for the standard; and any sncli choice must 
necessarily be arbitral^, as the reason given applies equally to all kinds. 



CHAP. II DEFINITION AND MEASURE OF VALUE 


69 


labourer, it is evident that they partly correspond to natural 
sujieriorities— in physical strength or other useful qualities — 
which Ijfive no necessarj^ relation to sacrifice of any kind'. We 
might ask also whether by '‘cost” is meant cost according to the 
most economical meth(Kl of production which is known and used, 
or acconling to that ordinarily employed, or average actual cost, 
or what is or might be the cost of the costliest j)ortion required 
to meet the demand : for all these might be difibrent. But to 
pursue these difficulties further would involve an anticipation of 
the Theoiy of Distribution and Exchange, to be sot forth in the 
following B<x)k : and this is not needful for our present purpose, 
since at any rate Value in the sense in which it is equivalent to 
Cost cannot serve as a merisure of " amounts of wealth ” ® : lor 
the very point of an imjwovoment in industiy is that it enables 
us to produce more wealth in proportion to the cost. 

§ 8. Shall we then fall back on the answer fii*st suggested, 
and try to give sis exact a meaning as we can to the noti«>n of 
'change in value relatively to things in general 7 The difficulties 
of this attempt are so serious that many writei's decline them 
altogether: they refuse to answer the question whet In ■ a thing 
hfus risen or fallen in value relatively to things in general ; jyid 
only (jonsider whether it h;xs risen or fallen relatively to some 
specified commodity. In the chapter in which Mill discusses 
the ‘Measure of Value’ he seems to adopt this view. “A 
“measui-e of exchange value” [of the Siime thing at different 
times and places], he says, “ is impossible ” We find, however, 
that Mill hiis no hesitation in pronouncing on the extent of tlio 
rise in the value of gold, during the last five years of our long 
struggle with Napoleon ; when thi' notes of the Bank of England 
weiv, to judge merely fi*om the market-price of gold, depreciated 
thiity per cent. He tells us that “ the state of Europe at that 
“time was such... that the value of the standtird itself was 
“ very considerably raised ; and the best authorities, among whom 

' Bieardo's statement {Political Ecommy, c. i. § 2), that “the estimation in 
“ which different qualities of labour are held comes soon to be adjusted in the 
“market with sufficient precision for all practical purposes” seems to me 
palpably inadequate to meet the difficulty; since these “ atljnstments of the 
“market” are continually varying, and the error involved in treating them as 
stable is not of the kind that economic theory can legitimately neglect. 

* This Ricardo, of course, clearly sees; of. next chapter, page 81. 

^ Book III. 0. XV. 
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" it is sufficient to name Mr Tooke, have, after an elaborate in- 
vestigation, satisfied themselves that the difference between 
“paper and bullion was not greater than the enhaijjpement 
“in value of gold itself... the evidences of the fact are con- 
“ clusively stated in Mr Tooke s History of Prices ” ^ But if so 
definite a variation in the value of gold, between two different 
points of time, can be established on conclusive evidences, it 
seems clear that it must be possible to “measure the value 
“ of the same thing at different times,” relatively to things in 
general, with sufficient extictness for practical puri)oses. And, 
indeed, the default of such a meiisure would seriously affect our 
ordinary comparisons between amounts of wealth possessed by 
individuals or nations at diffei’ent times. For we commonly 
perform such comparisons by taking the money value of each 
of the quantities composed, and 'making what we consider due 
allowance for a rise or fall in the purchjising power of money 
during the intervening period. If then we ai'e unable to 
measure changes in the value of the money stiindan.1, relatively 
to things in general, it must be impossible to compute the 
increase or decrejise of wealth between two different times; 
unless some other measure than exch»tnge value is taken, 
which will involve a serious deviation from the ordinary view 
of ‘anuaints of wealth.’ 

It then^fore seems to me important to ascertain precisely 
how far we can give a definite meaning to the question, 
‘ whether the value of a thing relatively to things in general,’ »)r 
its ‘ general purchasing power,’ hjis iisen or fallen : tmd, for the 
reason just given, we may conveniently take as an example the 
jwirticulai’ comnuKlity by which we commonly measure other 
values. Suppose, then, that we are investigating the change in 
the value or purchiising power of gold between two points of 
time. If we found that the prices in gold of all commodities 
had risen [or fallen] in the s«ime ratio, we should obviously tiike 
that ratio to represent the fall [or rise] in the value of gold. 
But this could only (xscur by the nirest of accidents ; the ques- 
tion, thereforc, is, if we find the changes in price unequal, and 
especially if we find that some prices have risen and others 
fallen, on what principle are we to combine these different 


> c. XIII. § 6. 
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changCB into one result? As Jevons has Soticetl, different 
alternatives prcstMit themselves at this point of the inquiry, 
and “ tj^e exact mode in which preponderance of rising or falling 
‘‘ prices ought to be detennined is involved in doubt. Ought we 
“ to take all commodities on an equal footing in the detennina- 
“ fcion ? Ought we to give most weight to those which are least 
“ intrinsicjilly variable in value ? Ought we^ to give additional 
“ weight to articles according to their importance, and the total 
“ (piantities Iwjught and sold i ” 

“The question,” he adds, “seems to be one that no writer 
“ has attempted to decide — nor can I attempt to decide it ” *. 

I think that if we are guided by the pmctical inten*.st 
which men in general have in asking the question, we must 
consider different articles of consiuni)tion* as important in 
jiroportion to the value of the ti»tiil (piantities consumed; 
notwithsLinding an element of inexactness which, as will 
pivs(mtly appe^ir, this view inevitably involves. To make 
this clear, let us begin by considering the matter from the 
point of view of an individual. When a man asks how much 
gold will have changed in value twenty years hence, what he 
is pnictically concerned to know is how fiu* at the end of Jhis 
time his money will go in purchasing the articles which he 
habitually consumes. And if we assume that his consumption 
will remain unchanged, the question ctin be simply answered 
when the time arrives — supposing the requisite statistics at- 
tiiinable — by summing up the amounts of money jmid for the 
things consumed, at the old and the new prices rc*spectively, 
and taking the ratio of the difference to the whole amount 
expended. No doubt the result obtained by thLs mcth(Kl is 
likely to be different for different individuals, even at the same 
place : suppose, for instfince, that at the end of the time com 
hfis risen in price and the finer kinds of manufiictures generally 
have fallen ; we shall probably find that a rich man has got to 

* Invextiffatiofu in Currency and Finance ^ p. 21. 

‘ The distinction thus introduced between ** articles of consumption and 
commodities that are only useful for the production of other wealth is further 
explained and justified in the foUowing chapter (§ 4). In a later chapter (Book 
II. c. Y.) it will be shewn that a somewhat different interpretation of the notion 
of **fi;eneral purchasing power” is required in inYestigating the effects of a , 
change in the Yalue of money on trade. 
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pay less for his habitual consumption, and a poor man more. 
But this does not seem to be in itself any reason against 
applying the method to iiscertain the change in the puiyhasing 
power of gold for a whole community ’ ; since we have simply to 
treat the aggregate consumption of the individuals comprising 
the community as if it were the consumption of a single indi- 
vidual. The mil difficulty does not lie here, but in the fact 
that the habitual consumption, whether of individuals or of 
societies, does n<jt really i-emain unchanged between any two 
points of time. Even if we leave out of account all changes in 
habitual and conventional needs and desires, the mere fsict that 
men geneivilly buy somewhat more of tilings in proportion to 
their cheapness will cause alterations in the amounts of the 
different elements of their consumption. Under these cii-cum- 
stances the proposed meth<Hl presents us with two alteniatives ; 
we may <‘ither take the total amounts of things purchas(jd at 
the later jieriod and consider how much they would have cost 
twenty years before, or w(‘ may exactly revense the proci‘ss. It 
is manif(‘st, however, that these alternative pnxiedures might 
IoikI to different and even opposite answei’s to the (question, 

‘ WJiat changt* hfis tK^'uired in the genenil jnnvJuising jiower of 
money 1 \ since it may be that men would hav(», both had to pay 
more twenty years ago for what they buy now, aiul also more 
now for what they bought twenty years ago. So far as this is 
the ciise, we must say that the question whether gold has risen 
or fallen in value does not properly admit of a single exact 
answer by the method of comparing prices: there must always 
be a margin of inexiuitness in our determination of the amount 
of change, corix*spondiiig to the difference between the results 
of the two j)n>cedures. So tar as this margin is concerned, we 
have to abandon the primd facie exact method of comparing 
prices, and to substitute the inevitably more indefinite jiro- 
ceduro of comparing the amounts of ability or satisfaction 
obtainable I’espectively trom the different aggn»gates of hypo- 
thetical pui*cha8C8=. 

^ In what follows — to the oiid of the next paragraph — I assume, for sim- 
plicity’s sake, that the community may be considered to be in Uie same place, 
and to have only a single market. 

, ‘ In such cases we may often obtain a sufficient approximation to accuracy 

by the simpler method of confining our attention to the articles of common 
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And we have to deal similarly with a further source of 
inexactness introduced into this calculation by the progress of 
the industrial arts. The products of industry keep changing in 
quality ; and before w’e can stiy whether any kind of thing — for 
example, cloth — htis really grown cheaper or dearoi; we must 
compiire the quality — that is, the degree of utility — of the article 
piYKluced at the beginning of the period with that of the moi’e* 
recent wai*e. This source of difficulty reaches its maximum in 
the Cixse where entirely new kinds of things have been produced 
or bi’ought into the countiy by tnide. To leave them out alto- 
gether might clearly vitiate the result: for a nation might 
be unable to buy for a given sum of money an erpial amount 
of the articles that it used to consume, and yet might In? able 
to procure a comjiletcr siitisfaction t)f its wants by spending 
the money on newly inti‘CM]uciid wares: wln’le, further, the* 
raised price of the former commodities might btj indirectly 
due to the production or imjwrtation of the latter. 

8o far we have been considering the difficulty of carr}ung 
a standard of value from one time to another. But ])recisely 
similar <»bstacles stand in the way of our obtaining definite 
results, when we compiire the different values of gold (or«Jiny 
other wai'e) in different places at the Siime timtj : and they can 
only be partially oveixjome, by methods similar ti> that just 
explained '. 

One point more remains to bo considered. In speaking of 
the aggivgate of “articles” with which any particular com- 
modity hius to be compared, in oixler to Jiscertain the amount of 
change in its general purchiising power, I have tacitly fissiinied 
that only material commodities are included in the aggregate. 
And this, I think, would be the cjist% if we were considering the 

consumption at both iKiHodR. But if wc wish to get the eUwest ptNutible 
approximation to the answer that we are really seeking, we have to fall back on 
a rough comparison of amounts of utility. 

^ I may observe that the langutige of some economists would suggest that, 
for measuring value during an interval of time, the ])roblem is to find a con- 
Crete identical standard, some actual Oting that has not varied in value. But 
the dilheulty lies much deeper. For our pn^sent purposes it would not matter 
how much gold, or any other concrete standard, varied in value, if we lu&d the 
power of acoorately measuring its variations ; since this power would give us an 
id^al invariable standard, which is all that we re<iuirc for tlie exact measurement 
of wealth. But as it is, we are unable to make even this ideal standard exact * 
beyond a certain point. , 
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particular commo3ity as a measure of wealth, strictly taken. 
But if our ultimate aim is — as has been supposed in the pre- 
ceding section — to compare the different amounts of purchased 
utility corresponding to the same money incomes at different 
times and places, we have to take note of the fact that a certain 
portion of a man’s income is usually employed in purchasing 
^ot material things but services of various kinds. He buys 
from Government the service of sending his letters i.nd tele- 
grams ; he buys from railway comjianies the service of conveying 
hims<ilf and his luggage from phice to place ; if he is comjmra- 
tively rich, he pnibably spends a considerable sum in buying 
domestic services. We cwinnot omit these services from the 
aggregate of commodities with which the standard of value is 
compared, when our aim is to infer — sis exactly as possible — 
from the nominal income of any body of persons their real 
command over the necessjiries and conveniences of life*. 

§ 4. In a previous section I have discussed the conception 
of “real value” — Jis distinguished from exchange value — held 
by Ricardo and M^'Culloch: according to which the “real” 
value of a thing is meiisured by the labour and delay that 
wouVl be required to protlucc it, or to pix>duce something 
equally useful'-*. But it is not uncommon to use the term “ real 
“ value ” without any reference to cost, and merely as implying 
the onlinary antithesis between “ fiict” and “ opinion ” ; 4is when 
the estimate of the value of a thing formed by a certain indivi- 
dual, or genendly current in the imuket, is said to be above or 
btJow its " real ” value or worth. A somewhat similar distinc- 
tion is sometimes tiiken between “ subjective ” and “ objective ” 
value. It is desirable to examine briefly the signifiwince of 
these antitheses. 

We may begin by considering their applic4ition to " value in 
“use.” It may l)c thought that this kind of value must be 
“ subjective,” as l>eing obviously relative to the individual who 
uses : and no doubt when we speak — Jis I before spoke — of the 
“ value attached ” by an individual to any article, we generally 

> Some further discusBion of the relation of services to material wealth will 
be found in the next chapter (§ 4). 

3 This qualifioation is introduced to meet such oases as that of instruments 
which we should not reproduce at all, if they were destroyed, but should 
• replace by something less costly though equally useful. In a progressive state 
of the arts of industry, such oases are frequent. 
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mean an estimate of its comparative wipacity of satisfying 
needs and desires of which he alone hsis immediate knowledge. 
Still, ^ven so, his present estimate may be shewn by subsequent 
experiences to have been mistaken : he may find that the article 
really atfords him less satisfaction than he might have derived 
from ^something else to which he preferred it. And if the utility 
of the article consists in its capacity of sjitisfying some common 
physical or some industrial need — and most of the articles that 
intike up the aggregjite which we C4ill wealth are useful in one 
or other of these ways — it can obviously be estimated without 
any reference to the subjective feelings of the individual using 
it. In this way, for example, wo may estimate the “ objective ” 
or “ real ” value in use of different kinds of fuel, or stone fi>r 
building, or food. for nutrition: and, similarly, we might speak 
of the really higher value in “productive use” or “business- 
use” of certain instruments of prtKluction as comjyared with 
others, mciisuring their superiority by the extra quantum of 
prcKluce obtainable by using them. This “value in business- 
“usi*” does not neceswirily correspond with the value in exchange 
of such instniments*. It may, howevtjr, affonl a measure of the 
amount of gjxin to a community n*.sulting from any partiojidar 
invention. Agiiin, in dealing with land, cjises occur in which 
recourse must be had to the idea of value in business-use, in 
onler to arrange a fair exchtinge. Thus when a Riilway company 
takes a portion of land from a farm, it may not be possible to 
deti*miinc the compensation that it ought to jmy by the ex- 
change value of the land taken, since it may ejisily happui that, 
if sold sepmitely, its price would fall much below its value to 
the farmer: the only fair way of determining compensation is 
by estimating the value of the land, for purjioses of agricultural 
production, to the person who possesses or uses the remainder®. 

^ It wiU be afterwards explained tliat the market>valne of an> kind of 
commodity does not tend to oorreRpond to its total utility — as compared with 
any other commodity— but to what Jevons has called its./i7taZ utility, ?.e., the 
utility of the last portion which it is found advantageous to purchaKe. Compare 
the following chapter, § 2, and Book II. chapter ii. 

® It should be observed that in the caee supposed in the text, a certain 
extra compenaation, over and above the equivalent for agricultural value, wonid 
be claimed for ** value in use” of a more snbjective kind: for example, for the 
loss of a portion of an estate to which the owner may be attached from • 
old association. 
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And since in any such estimate the future as well as the 
present conditions of agriculture would have to be taken into 
account, it is easy to see that the estimates of diflerent piu'sons 
might be very diffenmt, an<l even that the “ real ” value in use 
of the land in question may turn out to be very divergent from 
any of the prospective estimates. 

In this way we see how the exchange value of a permanent 
insti-ument of priMluction, such as land, may be difiRiuent from 
what we may lairly call its “rear' value in exchange: for — 
(iwirig, let us siiy, to a “scare" Jis t«) the jjrospects of agri- 
culture — the future exchange value of its 2)roduce nia^^ be 
underestimatisJ, and the jmjsimt exchange value of the land 
ma}' be proportionally (Uq^ressed. In this ctise what we mean 
by “real” value, is the hyjK)tlietical exchmige value which would 
result from the substitution of truth for enor in the minds of 
victual and possible puiehfisei's. This use of the term ‘‘ real 
“value" is convenient in oidinaiy discounse. I think, however, 
that it should iis a rule be avoidixl in any discussion that aims 
at scientific prt‘cision ; an<i, when the tenn is used, a careful ex- 
planation should be given t)f the |)jirticular kind of error or 
ignofjince which we seek to eliminate. For in many ctises, we 
should find various kinds and degree's of. error in the minds of 
tht* persons whose judgments detennine the price of a com- 
nuKlity ; and it would generally be (piite arbitniiy’ to select 
one of these and reganl its elimination as the one thing needful 
to imike the cun(*nt opinion of value c^uTespond to the reality. 
Ami if, in onler to detennine the mil value of any thing, we 
were to suppose knowle<lgo of all fiicts materially affecting its 
value, in tlu* estimatt* of intelligent persons, to be substituted 
for ignorance and erior in the minds of all the persons con- 
cei-ntMl, wo should often get a hypothesis so remote from reality 
that it would bt* at once impossible to wilculate the hypothetical 
value, and absurd, if we could ailculate it, to call it “real." 
For the limitiitions of knowltHlge iictually existing in the minds 
of j>roducei‘s, dealers, and consumers are amcmg the most im- 
portant of the fiiets on which any ])articular intelligent dealer 
l)tises his estimate of value : the removal of such limitations 
would be a fundamental alteration of the fiicts. To tfike a very 
simple C2ise: suppose that a private bank of issue with a large 
and steady business was at a given time, owing to heavy losses. 
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not in a condition to meet its liabilities if a run had been made 
on it compelling it to stop piyment : but that, Jis the secret wjis 
kept^t passed safely through the crisis, and is now in a condition 
of complete solvency. What shall we say was the “ real value ” 
— according to the cuiTcnt usage of the term— of the b;inks 
promises to pay, at the time of crisis ? If its condition had been 
generally known, they would have been worth less than thei^ 
nominal value ; but as it was not known they have* .•u*tually betsi 
as valuable as the coin they represented. The (juestion, there- 
f(»i'e, is surely too indeterminate to mlmit of a decided answer. 
And much greater perplexiti(*s would arise in other luoiv com- 
plex cases ; therefore, if this notion of real value ” as divergent 
from jietual price is introduced at all, it ought at K‘jist to be 
ficcompinied by a stfitement of the particular substitution of 
knowledge for ignorance or error which is implicitly supposed. 



CHAPTER III. 

WEALTIf. 

§ 1. In the precetiing chapter I have tried to make clear 
the kind and degree of inexactneus which necessarily enters into 
all conijMirisons between amounts of wealth possessed by pei’sons 
or communities living i*e8pectively at different times or in distant 
places, so long as we tidhere to the commonly accepted method 
of n^easuring wealth by its exchange value. The difficulties of 
such measurement hardly appear so long as we are merely con- 
sidering and comparing the wealth of individuals (or even of 
classes) at any particular time and placed The wealth of any 
individual is usually considenid to include all useful things — 
whether material things, as food, clothes, houses, &c., or imma- 
terial things, as debts, pitents, copyrights, &c. — which being at 
once valuable and transferable admit of being sold at a certain 
price. And this aggregate is suitably me^isui-ed by its exchange 
value; the common standard of value, money, being taken for 
convenience’ sake. Our object in such estimates is to compare 
the potential control of any one individual here and now, over 
all purchaseable commodities, with that of any other individual ; 
and, so far as such control is transferable, the ordinaiy mode of 
measurement enables us to make this compirison with as much 
accuracy as the imj^erfection of markets allows. 

But when we try to compare the amounts of wealth possessed 
by persons or communities living at different times or in remote 

^ By “place” mast be anderatood a region RufiSciently limited in size not to 
admit of anj^ material variation in the purchasing power of money within it. 
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places, we are met by the difficulties that we have been 
examining in the preceding chapter. So long, indeed, h » we 
are ciily contemplating some one element of wealth, some 
particular kind of valuable article (of which the (juality is 
supposed to be the sjime at the different times and places 
considered), we naturally estimate its amount as wealth by 
the ordinar}’ me^isure of quantity. But when we have to* 
compare aggregates of wealth made up of heterogeneous ele- 
ments, it becomes necessjiry to reduce the units of quantity 
of these different elements to some common standard of mt*a- 
surement ; and if we adhere to our original standanl of oxchtinge 
value, we have to deal with the problem of keeping this im‘a- 
sure identical, in spite of the variations in relative value among 
the elements measured. But, jis we hav(5 seen, this problem 
does not admit of a complete solution. Such a measun^ — except 
under purely hjqwthetical circumstances — is liable to a certain 
amount of inexactness, the limits of which we can define, but 
which we are unable to remove; and in the effort* to make 
it as exact as possible, we are reduced in many cases to an 
inevitably vague comjMirisori between the utilities of diveme 
commodities. 

But again, such comjmrisons are liable to be further vitiated 
by the varying relations of purchased to un 2 )\irchased utilities, 
at different times and pliices. We have already observed that 
in ordinary thought wealth is meJisurod by its money value: 
thus it is natural that economists, while pointing out the 
defectiveness of this mejisure, should still have retained the 
characteristic of possessing exchange value” *is an essential 
part of the definition of wealth; and that in so doing they 
should have conceived themselves to be in harmony with the 
common sense of mankind. Accordingly they have excluded 
from the notion of wealth such unpnrchiised though useful 
things as the suns light and heat, air, the nxin that waters 
the ground, water in rivers and seas, &c. They do not, how- 
ever, seem to have observed the difficulties that this view 
involves, so soon as we try to compare the amounts of* wealth 
possessed by human societies, inhabiting different regif>ns of 
the earth’s surface. For we find not merely that such useful 
unbought things are indispensable, as instruments or auxiliary 
materials, to the production of things that have exchange- 
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value*; but alsiO=— which is the important point — that they 
are instruments and materials of very various degrees of ef- 
ficiency in different regions. Now since a large part of what 
is valued and exchanged as wealth consists in instruments and 
materials cmly useful as means of producing other wealth, it is 
paradoxical to draw a sharp line bcitwecm purchased and un- 
^ piirchfused instniments and materials, so as to call a community 
“ richer ” because it possesses more of the fonner, thoi gh it may 
iictually have less nu'ans on the whole of producing things di- 
rectly useful. The difficulty becomes greater Avhen the pur- 
chi'ised and unpurchasod instruments have a close resemblance 
to each oth(*r ; as in the case where the watea-ways of a country 
consist jiartly of canals and jrartly of rivers and ert^eks. The 
difficidty ext(*nds in range when we observe how, as civilisiition 
]»rogresses, so iinpoi*tant an instriiment as land tends to pass 
tiv(‘r from the class of unjmix^hasecl to that of jmrehased utilities. 
11. seems contniry to common seris(‘ to say that a nation s wealth 
has increastsl because an insti’uinent that it yuvviously possessed 
has b(‘Come valuable by b(‘Coming scarce. Thomton“ has shewn 
effectively the kind ot‘ (;n‘or that may thus bo introduced, in 
cony Hiring the avemge wealth possesstsl by members of the 
sjime .social class at different pcu’icMls of a country’s histoiy\ 
He jM)ints out that though an English jx'iisant in the seven- 
teenth century may havi* only had 5/?. weekly wages, he often 
enjoyed also a rent-free site for his cottage, taken from the 
iHMghboiiring wasti\ and unpuif.hased gi-iizing on the neigh- 
bouring common for c.ows, shi'op, j)igs, and poultr 3 \ J’hi^se 
things ought certainly to be Likcm into account, no less than 
changes in tht; valiu* of monty, in comparing such a peasfint’s 
shai’(‘ of wealth with that of an agricultuiiil labourer now. 

Again, exchange valiu* is an obviously inapjrropriate mojxsure 
of wealth, in l.he ciuse of durable pnxiucts of labour which, from 
their special adaiitation to certain unique public uses, are not 
jrropiTly transfei-iible, and have no market-prici* ; such as roiwls, 
cathedrals, the houses of pjirliament. Such things are clearly 
pjirt of. the wealth of the community; but we cannot measure 
the quantum of wealth contained in them by the price at which 

1 It may be observed that the advantages of climate, (fee., are in this way 
^ indirectly transferable. 

* On LahnuTy Introduction. 
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they would sell if they had to be sold ; nor, again, by the price 
at which they could be produced, for it may easily be that if 
they TWire destroyed it would TK>t be worth while to reproduce 
them. In such cases, then, the standards of the market fail us ; 
we have to fall back upon ‘ value in use.* 

The same considerations apply, in a minor degree, to any 
kind of property that is more useful to the owner than it is to 
any one else. A man’s command over the necessaries and c<ni- 
veniences of lify is not affected by any fall in the market value 
of his property, except so far ^is he wishes — or may wish — to 
sell it: in projjortion as he neither hfis nor is likely to have 
such a wish, exchange value becomes a manifestly irrelevant 
consideration in the estimate of his wealth. 

§ 2. If, then, the common mesisuremcnt of w^ealth by ex- 
changt* value requires to be thus variously corrected and supple- 
menti‘d by estimates of utility, would it not be Him]r>ler, and 
HNilly more consistent with onlinary thought, to take utility as 
tile sole standanl ? 

This is the view of Ricanlo : irvho, reganling the value of a 
thing t\s directly projiortioned to “ thtj quantity of labour 
“employed in producing it,” was necessarily led to sejiamte 
the mejisure of wealth altogether from the measure of value; 
sinc(5, otherwise, he would have incurred the absurdity f>f denying 
that a country’s we^ilth is incixjased by an enlarged suj»ply of 
products due t<i increfised facility of pnxluction. How then are 
we to mcfisure utility ? Ricanlo* treats this an a veiy simple 
matter. “A nuin is rich or poor according to the amount of 
“ necessfirics and luxuries that he can command”; and, therefore, 
if he gets two sacks of com where he could only get one before, 
he gets “ double the quantity of riches, double the quantity of 
“utility, double the quantity of what Adam Smith wills value 
“ in use.” But surely any man who got two sticks of corn where 
he had only counted on one would willingly exchange a gretit 
pirt of the second for things which he would not take in 
exchange for an equal part of the first : if such an exchange is 
out of the question, though he may find a use for the second 
sack it will certainly not be as useful as the first. And this is 
no less tnie of a community. Suppose a harvest of double the 
ordinary abundance in a fertile isolated countiy : the additional 
* Principles of Political Economy and Taxationy c. xx. 
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quantum of com will obviously not have a corresponding 
quantum of social utility ; it may even be of no use except to 
bum, as is said to have been sometimes the case in the V/estem 
States of North America. In ftujt, as Jevons hjis admirably ex- 
j)lained*,4ihe variations in the i*elative market values of different 
articles exju’ess and correspond to variations in the comparative 
estimates fomied by people in general, not of the total utilities of 
the amounts purchastjd of such articles, but of thoir final utilities; 
the? utilities, that is, of the last ])ortions juirchased. From the 
I’fujt that when things become dearer people generally buy 
somewhat less of them, we may infer that they estimate the 
portion which they refrain from buying jis only just worth the 
money that they previously gave* for it, while considering what 
they still buy to be woi*th the higher price-. If the price rose 
further, a further reduction of pui*chfU5es would similarly in- 
dicate that another portion of the article was genemlly judgexl 
to l>e less useful than the amount still bought ; and so on, for 
eiich rise in price. Hence when the supply of any article has 
been increased and its price consequently fallen, it is not really 
cori’ect to reckon the total utility of the article ;is having 
increased in pmportion to the increase in quantity; any more 
than it is correct to regaid it as having decreased in jmqiortion 
to the decreases in value. We ought to regard the sidditional 
quantum — so far, at lejist, Jis it is supplied to the previous 
consumers — Jis com]K)sed of pirts of continually decreasing 
utility; the i-jite of decrease being ineiisured by the fall in 
price, sup})osing the purchiising |K)wer of money relatively to 
all other articles to remain unchanged. If we assume the rate 
of decmise to be approximately unifomi, we may regiml the 
decrease in the avenige utility of the increment of supply as 
corresponding roughly to about half the fall in price. In this 
way W(? not only avoid the diificulties that arise in the measure- 
ment t)f wealth by exchange value ; we also obtain a satisfactory 
explanation of these difficulties. 

1 Theory of Political Economy, c. iv. 

^ It flhould be obeerved that there is one case — not without importance 
when we are dealing with luxurieM — to which this principle does not apply. 
This is the case of things desired and valued on account of their rarity. Of 
such things the total, and not merely the final, utility pro tanio is decreased by 
an increase of supply. A. similar exception must be made in the case of money, 
as is noticed later. (Cf. Book II. c. v., note at the end of the chapter.) 
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On the other hand, it must be admitted that this measure- 
ment by utility brings us into an awkward conflict with usage, 
when We consider it as applied to variations in amount of things 
of any one kind ; or even to variations in an aggregate of things 
that do not vary in relative value. Supj)08C that owning to im- 
provements in pi-cxluction the English nation became possessed 
of twice the amount of each kind of commcKlity that it now 
consumes; it would be paradoxical to say that its wealth had not 
doubled, wo should be obliged to do aceoiding to the view just 
exidjxined. Further, the deiiionstnition above given that “ flnal 
“ utility ” decmises as supply increases involvetl the Jissumption 
that tlu^ additiomil supply of the cheapened article is purchtused 
and consumed by the consumei*s of the previous supply ; it is, 
tluMvfore, inapplicable so far iis the article is lunight by diflerent 
purchiisc'rs in different pecuniaiy ciiinimstances. If tea, be- 
coming cheaj)er, is bought by a poorer class, what reaNon have 
we for siiying that what they pui’chsisc* is not Jis useful Jis tin*. 
(Ii'arer tea previously purchiised by the rich Indeed, is it not 
reasonable to suppose that a given coiiimodity is more useful 
when bought by the poor, because the poor have fewer jiixuries 
and therefore get more enjoyment out of what they have ? •In 
fixet w'e are merely extending to wealth genemlly the principle 
just laid down in mspect of particular kinds of wealth if we 
assume that, on the average, each additional increment to the 
amount possessed by any one individual has a dc^creased utility. 
But in this ctise, if we measure wealth Himjdy ])y its utilit3% 
‘ amount of wealth ’ will pixrtl^’ be determined b}' the manner in 
which the wealth is distributed ; and we cannot say how much 
wealth there is in a ctmntry^, till we know how it is shared 
among its inhabitants. Na^", we shall even ha\'e to ascertain how 
it is managed in each sepjirate household ; since* a given supply 
of material products is less useful in proportion iis it is un- 
cconomically consumed. 

These considerations are important when we are endeavour- 
ing to estimate the amount of utility or satisfaction derived by 
a community from the aggregate of things which make up its 
wealth. At the same time they shew that to measure wealth 
simply by utility would cause an inconvenient divergence from 
common thought and common language ; and therefore, though 
in Book III. we shall have to deal wdth the difflcultics of 

6—2 
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measuring social utility, I do not propose to adopt this standard 
for determining ‘ amounts of wealth ’ in onlinary economic 
inquiries. It gK*ems best to acquiesce in the ordinary meth^ 
of measuring amounts of wealth of the same kind by quantity, 
and comparing amounts of wealth of different kinds by their 
exchange value; being content to get over the difficulties of 
ainying this measurti from one time or pLice to another, in the 
imperfect manner above (ixphiined ; and includiiig even com- 
modities gratuitously enjoyed in one term of the conipirison\ 
if things similar in kincl are included (tis having market value) 
in the other tenn. Only we must bear in mind that “ amount 
“of wealth,” thus estimated, corresponds but imperfectly to 
“ amount of utility ” derive<l by the community from the things 
that constitute its wealth. 

§ 8. There is another difficulty lurking in the conception of 
Utility >is a mcuisuR^ of wealth, which it will be instructive to 
discuss. By the utility of Tiuiterial things, as before explained, 
we mean their capwity to satisfy men’s needs and desires. And 
so long Jis w(* regard these latkT fis constiint, it seems etisy and 
stniightforwanl to sjiy that men arc‘ richer in 2 )roi)ortion as they 
aT\3 better able to s^itisfy their needs and desires. But it is not 
(piite s<» ctisy to deal with the wise in which their needs and the 
means of satisfying them have increjised paH passa ; especially 
if the additional need is a need of protection against some jiain or 
danger which did not previously threaten. Su{»iK)se, for examjde, 
that a country is visited by a new peril of inundation; and 
that, by the extni exertions of its inhabitants, an embankment 
is constructed. Are we to say that it hius thereby become a 
richer countiy than l)efori‘ ? Or again, 8Uj)pose that climate 
renders the inhabitsints of one country liable to diseases that do 
not occur in miother. Are wc to say that the former country 
is the richer of the two, if its excess of wealth consists merely 
in remedies, palliatives, and j>n)})hylactics of diseases specially 
incident to its climate ? A similar question may be raised as 
regartls mt^ans of pixitection against noxious animals ; or, again, 
as regards material securities against mutual injury on the 
jiart of the citizens. Shall we say that one countiy is richer 

^ Such as the produce of waste land before mentioned. The valuee of Ruch 
gratuitouBly obtained commodities would of course have to be supplied from 
tliose ol^the corresponding articles included in the other term of the comparison. 
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than another, so far as the former has castles with battlements 
and towers, which civil pefice and security render unnecessary 
i| the* latter? If, on the other hand, we allow ourselves to 
be led by this kind of consideration to limit the common 
denotation of the term wealth, where are we to stop ? For 
the greater part of the material pn)ducts of any country ai*e 
useful as me^ans of protection against the organic })ains due 
to cold, inanition, &c. ; and in different regions vary diflbrent 
amounts of the protluce of lalM>ur are required to make such 
protection effective: hence it may be sjiid that inhabitants of 
cold climates arc not really richer becjiuse they require more 
elaborate houses, more clothing, more food, and far more fuel 
than the dwellers in wtirmer regions. I think it must be allowed 
that the significance of comparisons l>etween the amounts of 
wealth possessed by different groups of })ei-son8 is liable to be 
seriously impaired by any important variations in thiMi* needs 
and dt^sires : and that anything more than a vague and general 
coiiij>arisoii between, for example, the annual pitnluce of England 
and that of a ti'opicjil island would be idle. But there is 
not the same objenstion to a quantitative cornjKirison 1 otwetm 
the wealth of England and that of (Jennany or France, since 
the physical needs of the populations of these countries may 
he assumed to 1 k 3 approximately the same : and a similar sis- 
sum])tion is, on the whole, legitimate in comparing Phigland 
now with England a centuiy^ or half a century ago. For the 
primarv needs of an Englishman, the focMl, clothing, shelter, &c., 
that his rfu*e and climate render nccessfiry for his health, 
can hunfly have changed materially ; jind though secondar}-^ 
needs of tea, tobjicco, newspapers, &c., may have developed 
themselves in him we may fairly regard the satisfiiction oi 
thc‘se needs iis a gain in the aggregate of utility derived fn>m 
material objects. 

So far iis we compare the wealth oj swieties differing 
very widely in elementary needs, the imporUint question is not 
whether either has more wealth on the whole than the other, 
but whether it has more wealth to spare ; more wealth that could 
be safely taken from its inhabitjxnts, without interfering either 
with their health or with their productive efficiency^ 

^ It shuuld be obHerveil that wliat the members of a given society at 
a given time could spare — in the sense above defined — depends in an uncertain 



86 


POLITICAL ECONOMY 


BOOK 1 


§ 4. Again, it is to be observed that different classes of 
valuable things are related to human needs in vaiying grades 
of directness: for example, bread is directly useful, flour only 
for making bread or other foods, com chiefly for making flour, 
arable land for producing com and similar products: and at 
each stage there are instmments — those, namely, that are used 
by bakers, millers, and farmers — to be taken int ) account as 
well as materials. The number of grades is different in different 
cases; and the total of wealth cannot be sharply divided into 
parts corresponding to the different grades, since frequently the 
utilities of the same thing belong pirtly to one grade and partly 
to another, — thus, the utility of a house is direct in so far as it 
sheltesrs its occupier and his family, but indirect so far as it 
jirotects useful commodities. A. distinction is, however, drawn 
in ordinary thought and discourse between the valuable things 
— such as agricultural land, mines, factories, mjichines of all 
kinds — which are used in the trade or business by which men 
earn an income and those* things — such as food, clothes, houses, 
furniture — on which they spend their income when it has been 
e«iraed: and in modem economic society, w^here nearly all j)ro- 
dufcts of labour other than domestic are lUfide to be stdd, the 
former species of wealth includ(‘s most of the wealth that is 
only indirectly useful ; while the latter includes almost all that 
is useful directly. It is convenient ti» distinguish the two jis 
Producers’ wealth and C<irisumers* wealth respectively. The 
distinction is of special importance when we are consi tiering 
social wealth and production : since what is commonly promi- 
nent in the thought of men when they speak t)f the increase or 
decrease of a countiy’s wealth is certiiinly its supply of con- 
sumers’ wealth. Producers’ wmlth seems to be thought of as 

and var>'inf( degree upon previous habits, and upon mental and social conditions 
that are themselves variously modifluble, and, further, that there is no 
Ediarp line to be drawn between the expenditure: which increases efficiency 
and that which does not; in most canes, before we come to quite superfluous 
expenditure, we shall find a certain portion which increases the consumers* 
efficiency in a continually diminishing ratio to the amount consumed: thus 
a labourer may do a better day’s work by eating meat rather than bread, while 
yet the difference between the value of the meat and that of the bread may 
be greater than the value of the additional produce of his labour. Still, in 
spite of this indeterminate margin, we may with advantage mark off — as clearly 
as may he — the spare or superfluous portion of the wealth of a community from 
that which is required to keep its members in proper working condition. 
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wealth only in a secondaiy sense, and largely because it is, from 
the point of view of the individual, capable of being exchanged 
for cdnsumcrs* wealth. An individual may at any moment sell 
his land or fectory and purchase consumers’ wealth to the extent 
of its market value : but this consideration is in the lyain inap- 
plicable to social wealth, as the community cannot similarly sell 
its land, factories, &c. 

From a social point of view, therefore, it is misleading to 
mid the amount of consumers’ wealth in a country at any time 
to the amount of producers’ wealth, and present the sum of the 
two as the “ total wealth ” of the country : since we cannot 
assume that there is any constant jiroportion betw(*en the two 
parts of the total thus heterogeneo\isly composed. In fact, the 
exchange value of durable instruments of prcKliiction, especially 
land, may increase whilst their pnxluctive utility remains un- 
affected : fur the price that pe(»ple luv willing to give for such 
instruments diipends jwirtly on the current rate of interest ; and 
hence a fall in tht» current nite of interest is necu.^ssarily attended 
by a list* in the selling price of land, milways, &c., independently 
any increase in their utility. If, therefoiv, we simply measured 
the amount of wealth contained in these instruments by their 
exchange* value, the country woidd seem to have received a large 
increment of w(‘alth, merely through a fall in the nite of interost. 
It acconlingly seems best, in an inrjuiry into thi? causes of the 
greater or less “ wealth of nations,” to take consunuu's’ wealth 
iis the primary object of investigiition. 

There is, however, an important <lifference Wtweeii a nation’s 
stock of coiLsumors’ wealth and what Adam Smith takes as the 
primary {)bject of investigation under the names “ annual pro- 
“dijce of labour” or “annual supply of the necessjiries and 
“conveniences of life.” For consumers’ wealth is of various 
degrerjs of durability ; and in coiisidi*ring a nation s command 
over the conveniences of life we have to take into account not 
only the focnl that is eaten from day to day and the clothes that 
are worn out in a few years, hut alst> the houses, well made 
furniture, pictures, jewels, ornaments, that are handed down 
from generation to generation. At the siimo time, this stock 
of wealth requires not only continual exjr>t*nditure of labour in 
wire and repurs, and continual additions to take the place of ^ 
what is slowly consumed, but also continual adaptation to the 
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changing tastes — and sometimes the changing needs — of suc- 
cessive consumers; and a corresponding portion of the utility 
derived fix)m it may be strictly said to be “ annually produced ” 
or “ supplied.” It is only this portion that, being purchased out 
of the annual income, is pi*operly thought of as part of the 
“real inctune” of individuals or societies. 

But when we thus fix our attention on the “r*al income” 
of the community as distinguished from its resoun^es, another 
consideration comes into view, which wtis notigtjd in the pre- 
ceding chapter. A man s money-income is not entii’ely, though 
it is mainly, spent in consumable things — fiK)d, clothing, fuel, 
&c. : it is jMirtly spent in what may be called “consumable 
“services,” i.e., utilities funiished by the labour of others, 
which are not “fixed and embodied in matter,” such tis the 
services of domestics, physicians, actors, carriers. Ought we 
then to extend the conception of “ wealth ” to include such 
services ? There is something to Ih» Siiid for this. The two 
kinds of utility are to some extent alternatives; and there 
would seem to be a certain absunlity in stiying that jK^ople 
art) poorer because they cure their disc^iiscs by rnediciil ail vice 
instead of drugs, improve their minds by hearing lectures 
instead of reading books, gnaid their property by policemen 
instead of man -traps and spring-guns, or amu.se themselves 
by hearing songs instead of looking at pictures^ It may 1 m; 
observed too that, in ordinary estimates of the aggregate 
income of the inhabitants of a country', directly useful — or, 
as we might s^ly, “ consumable ” — services are commonly in- 
cluded: for Jis such services are reckoned as jiaid out of 
income, if we add the nominal incomes, estimated in money, 
of those who render such services as well as those who receive 

^ It iR worth noticing that, aH Senior pointed out, Political Kcommj^ p. 51 
(2nd edition), the line drawn by common language between utilitieH “embodied” 
in materia] products, and utilities that art; merely RerviccK, depends “on 
**difTerenceR existing not in the things themHelvcR...but in the modes in which 
“they attract our attention." When our attention is principally called to the 
result of labour, in altering the qualities of matter, we call tliis result a new 
material product; when it is principally called to the act of altering, we consider 
this act as a service applied to a product previously existing. Thus the mending 
of shoes is commonly treated as a service because we pay for it separately ; but 
we consider that the cook at a restaurant * produces’ a dish, because our 
« payment for his ojierations is lumped together with our payment for the 
material on which they were exercised. 
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them, the result will only represent the aggregate real income’ 
of the country, if this latter notion is extended so as to include 
servicdb. Hence when we p.ass to consider, in the following 
Book, how this aggregate real income is distributed among the 
members of the community, it would be inconveijient and 
misleading not to enlarge our conception of the aggregate 
distributed so as to include services as well as material pro- 
ducts. If, as I think, the tenn wealth is by usage restricted 
to stores or sources of utility comparatively permanent, some 
other term must be found to include, along with the wealth 
annually consumed, what I have called directly consumable 
services : and I propose accoidingly, in the following Book, to 
employ the terms “ commiKlities ” and “produce of labour” in 
this extended way. When, however, we are analysing the 
CJiuses which i-en<ler a community more or less liberally sup- 
plied with the necessari(js and conveniences of life, it seems on 
the whole best to limit the object of investigation in a manner 
sonujwhat different fixmi that which is appropriate in treating of 
Distribution ; and to confine ourselves to such utilities as result 
fnmi the applicjition of labour to man s material erivii\>nmeut. 
For the variations that we find in considering the command of 
diffei’eiit societies over this class of utilities differ greatly in 
their nature and causes from the variations in the quality and 
abundance of professional and domestic services ; and it would 
serve no useful j)uq)ose to include the latter in the sfime 
investigation with the fonncr. 

§ 0. But the view above taken t»f material wealth sis com- 
posed of permanent souixres <)f utility raises a mnv question. 
Suppose wv grjiiit that services aiv not wi‘ahh on account of 
their transicmcy : still, there are «)t.lier immaterial things Avhich 
are ])ermanent soui*ces of utility, an<l why should ni)t these bi‘ 
included in the notion of wealth i For insuince, we consider 
that a chief result of a tnil}’ liK^rsil e«li’'*atioti is to impjiil. 
culture ; that is to develop in human beings the capacities for 
realising certain elevated an<l delightful nuKles of mental ex- 
istence, consisting in attainment of knowledge, exercise of 

’ It should be (observed that the aggregate nominal income represents more 
than the aggregate consumption of material wealth and services; since it 
ineludoB also that portion of income which is really saved, that is, which 
takes the form of additional instruments, materials, dEO. 
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sympathy, or aesthetic emotion of some kind. Such modes of 
existence commonly require some of the material products 
ordinarily thought of as wealth, such as books, microocopes, 
pictures, &c. ; but the capacities themselves are by far the most 
difficult apd expensive conditions of making actual the possible 
utilities “embodied” in these luxuries. A man can buy the 
plays of Shakespeare for 3s. 6d. or less ; but he cannot buy the 
capacity for enjoying Shakespeare without a vastly gi'eater 
expenditure of his own and others* labour than 3s. 6d. would 
remunerate. Are we not then, it may be asked, to regartl this 
culture, when acquired, as wealth, as much as the less important 
source of utility which we possess in the three-and-sixpenny 
volume ? Certtiinly the facts just indicjitt^d should not In* 
overlooked by the economist ; it should be borne in mind that 
the expenditure of wealth and labour in pnKlucing culture is 
an indisjKmsiible condition of realising t he most important part 
of the utilities which we commonly but imperfectly conc(‘ive iis 
attached to the m.aterial things that we call luxurii*s. Not only, 
however, is usage clearly 02 )posed to our calling culturt.* wealth ; 
but — what is more important —the investigation of the causes 
of improv€*ment in (juality and increase*!! diffusion of culture 
hiis for the most part but little natural ctmuexiori with an 
investigsition of the causes of imprfivement in our supply of 
material c<»mrmKlities. 

This latter argument, however, does not ai)ply to the wise of 
technical knowleclgo and tmined .skill. It is ck*ar that a com- 
munity may increase its means of pnxlucing corninixlities fis 
much by improving the mechaiiiciil knf)wledge and skill of its 
inhabitants as by adding to its stock of inanimate instru- 
ments^; and that it depends on circumstiinces which of these 
two courses is at any time the more profitable employment <jf 
national wealth and labour. Hence — although, as skill is not 
directly transferable, it is contmry to usage to call it wealth — 

* It may be worth while to obnerve that the non-traneferability of Bkill 
has a certain effect in diminishinf^ the reaBonuble expectation of national ad- 
vantage from producing it; Rince it nomewhat increaHes the danger that the 
utility aimed at may not ultimately be realiRed. We may aHSume, generally 
speaking, that a machine will be used so long as it in worth using; sinoe if 
its present owner is too lazy to use it he can sell it; but as skill cannot so 
be transferred, it may remain unused, merely because its possessor can obtain 
as much wealth as he wants in some other way. 
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we can nevertheless hardly deny that, so far as it results from 
labour, it may be a form of investment of capitals 

§ 6! There are, however, other immaterial things, such as 
debts, copyrights, &c., which being (unlike culture and skill) 
exchangeable, are — as we saw — commonly included ii^ our esti- 
mate of the wealth of individuals. The question then arises 
how far we should include these in our conception of the aggre- 
gate wealth of the community ? We will take first the case of 
Debts. A debt may be i*egardod either Jis the creditor s Right 
to n*ceive a certain sum of inrmey or as a debtors Obligation to 
pay it ; the two notions merely representing twt) opposite views 
of the same f)u:t. Such a right or obligation, being transferable, 
is a thing that jmsesses a definite exchange* value; and the 
least reflectitm will shew how very large is the amount of these 
valuable immaterial articles owned by Englishmen ; indeed the 
greater jMirt of the wealth of tho.se who art* not land-owni.rs or 
personally engaged in busincjss consists of the debts owed them 
by governments, c(»mj)anit‘s, bankers, tir ])rivate p<.TS()ns. It is 
clear, howev(*r, that such debts would not be properly included 
ill an invtmtory of the aggi’egfiU* wealth tif Englishmen, i‘xcept 
so far tis they are debts r>f foreignei’s; since* whatever be •the 
positive* value* e)f a creditors right te> re*ceiv(* numey, his de*bte>rs 
obligation te» pay it must haven (*e>rres})e)U(ling negative value; 
theiugh as the're is no marke*t for the* eibligatiems of debtoi’s, as 
distinct fioni the rights of their cre*dite>rs, this negative value 
does iieit usually fbive itself em our observatiem. At the same 
time, a well-eirganised syste*m e>f credit incre*ase*s the* preMluctive 
resoiuws eif a ceumtry, just as a wedl-organised system of railway 
communication does: and this effect is especially striking in the 
case of certain kinds eif debts, namely, those of bankers and 
merchants, which are^ use*d over and over again in tmnsfers of 
wealth, and thus come to be a medium eif CAt.*hange, taking the 
place to a large extent of gold coin. And ^ * fin* as such debts (or 
the printed or written lurkiiowledgments of them) s^Tve as sub- 
stitutes for the precious mtjtals in the machinery of exchang(\ it 
would be misleading to include the latter in our account of 
a country’s rewjurcea — or pniducers’ wealth, as I have c-allod it 
— and reject the former ; for if a countrj- substitutes an ade- 
quate currency of banknotes for a portion of its gold currency, 
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and buys goods from abroad with the coin saved, it is evident 
that its power of obtaining consumers’ wealth has been increased 
by the change. 

In fact, in estimating for purposes of comparison the wealth 
of a community, the ordinary standards of Quantity and Ex- 
change Value are peculiarly inapplicable to the portion of 
wealth used as a medium of exchange. For within very wide 
limits the function of money, so far as its employment within 
a countiy is concerned, will be no better performed by a larger 
quantity than by a smaller; provided that our habits and 
customs of distribution and exchange are duly adapted to the 
smaller amount. And exchange value is clearly misleading 
when the medium of exchange consists partly of metallic money 
and partly of bankers’ debts ; for^ while the actual functions of 
the two portions are the same so long «is the coin is used 
within the countiy, the coin hjis the special utilities of being 
bi:)th available for foreign payments and capable of being melted 
down and turned to other uses without any considerable loss. 
Hence — while it would be absurd to deny money to be wealth 
— it seems to me most convenient to omit the medium of ex- 
change altogether in our comjxirisons of the wealth of different 
scKiieties (or of the same society at different times); and to 
treat it as something sui generis. But whethei* we do this or 
not is not a question of great importance, for the purpose of our 
present inquiry: provided that we give due weight to the dis- 
tinction before drawn between ‘consumers’ commodities,’ whether 
material or immaterial, and ‘ jjroducei-s’ wealth’ that is socially 
useful only jis a means of producing consumers’ commodities; 
since the medium of exchange is at any rate to be considered as 
producers’, not consumers’, wealth, and is therefore to be esti- 
mated, from a social point of view, by its productive efficiency. 

For a different reason, we should treat similarly the other 
valuable immaterial things which — as was before said — are com- 
monly and rightly included in our estimate of the wealth of 
individuals. Take, for example, the rights to prohibit imitation 
of one’s inventions and literary com{K>sitions by others, known 
as Patents and Copyrights. It is obvious that the exchange 
value of such things is no guide at all to their social utility. 
The primaiy effect of patents and copyrights is generally to 
decrease the amount of consumers’ wealth produced in the 
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country. The utility of the invention on which the patent is 
based may be very great ; but it would be primd fade greater 
if there were no patent at all, so that every producer might 
use it fireely. Still, we believe that the ultimate effect of the 
establishment of patent rights is to increase the stock of directly 
useful commodities, through the stimulus given to inventive ac- 
tivity. But what a country gains in this way c«innot be esti- 
mated with quantit^xtive exactness, any mort? than what it gains 
by other imporfant difference's between a good and a bad system 
of legislation; and it would be manifestly illusory to measure this 
advantage by reckoning the average exchange value of jMitents. 

In the next chapter I shall take note of the imj)ortancf‘ to 
a countiy of its politi(^al orgjinisixtion^ (including its system 
of law) as a source of inci’eased production : but this, being 
common to all members of the community, is not represented 
in any ordinary commercial estimate of the wealth of indivi- 
duals. The case is otherwise with certfiin elements of that more 
indefinite and spontiineous social organisation which, viewer! 
as a wh<d(.', is a htinlly less indispensable factor in the actual 
jinxluction of the aggi'egate of utilities enjoyed by the com- 
imiiiity. The established relations of individual tiuders yind 
professional men with other members of the community, who 
habitually deal with them, are sonnies of gjiin to these indi- 
viduals, iuimitting of more or less definite valuation. This is 
the case to some extent even with relations that are only 
jjartially tmnsferable ; as the Credit* of a banker or merchant, 

^ There is a certain element of truth in the fallaciouB reanoning by which 
it has been aigued that our national debt nhould be included in the inventory of 
England's wealth, as much as capital sunk in land or railways ; as the interest 
paid on it is paid for the use of money which has been thoroughly well invested 
in rearing the historic polity of which we enjoy the benefits. 

**Tantae molis erat Komanam condcre gontem,” 
and the “civis Uomanus” has naturally to pay, like the shareholder in a 
railway, for the borrowed capital need in this great construction. The analogy 
is undeniable ; only we must not infer that England — any more than a 
railway— is worth more because it has cost us so much ; still less that it is 
worth more .because we had to borrow the money. 

* I may observe that in discussing the case of bankers' and merchants’ 
obligations, employed as a medium of exchange, I have avoided tho term 
credit,” as signifying ambiguously both the confidence which a creditor feels 
in his debtor, and the legal obligation to pay money which the latter incurs 
in return for the wealth lent him : it is in the former of these meanings « 
that the term is hero used. 
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which may be handed on through the continuity of a firm, but 
cannot be exactly sold to a successor. In a certain sense it is 
legitimate to reckon this credit as a part of the wealth <if such 
a firm since it is certainly a part of its productive resources, of 
which the value is measurable by the additional profit that it 
enables tfie firm to obtain. And the character of (an individuals) 
wealth belongs still more clearly to what is variously known as 
Pmctice, Goodwill, or Connexion ; — terms by which we denote 
the fact that a considerable though indctemiipate number of 
pei-sons habitually use the services of a particular tnider or 
professional man, and from the force of habit will mostly con- 
tinue to use the services of any one who obviously steps into 
his plat'.e. Such settled habits of other persons, which in many 
industries give to old-established hfiuses a qualified monopoly 
of business, are of counae a considerable source of profit to the 
pei-son whose services are employed ; and so far as such gijodwill 
is capable of being tiansferred at a definite exchange value, it is 
rightly included in any estimate of the wealth of the person 
enjoying it. And no doubt the establishment of certain definite 
channels of business, or of certain fixed habits of dealing with 
pii^icular persons and companies, is a normal element of social 
orgtinisation which may in a certain sense Ihj regarded as a part 
of the pnxiuctive resources of the community: but it is clear 
that the social utility of this system of economic relations cannot 
in the least be infen’ed from its exchange value. 

It may bo noticed that in the case of goodwill or business 
connexion what is actually bought and sold is commonly the 
legal right of using the name (as well as the Jictual buildings, 
&c.) of the dealer from whom the goodwill is purchased. In 
the case of a physician s practice, however, no similar external 
symbols of continuous succession are exchanged; what the 
physician undertakes to give in return for the money paid him 
is merely his absence and his recommendation ; and it is a re- 
markable illustration of the force of mere habit, even in so 
important a matter as the choice of medical advice, that this 
recommendation — even when currently known to have been 
purchased — should have so high an exchange value as it appears 
actually to possess. But in neither case is the habit of dealing, 
on which the profit of the purchase depends, really secured by 
any legal right. I draw attention to this point, because even 
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in the case of patents, copyrights, &c.. considered as jiortions of 
an individual’s wealth, it does not appear to me exactly correct 
to HHj’^that the wealth consists in the legal right; but rather 
that it consists in the special productive' advantage or utility, 
the means of making extra profit, which is derived iioyi the fact 
of non-imitation, though secured by the legal right. For if the 
legal right were annihilated, the owner of the patent would ob- 
viously remain just as rich (is before, if only a general habit of 
non-imitation qpuld be maintained — by public opinion or other- 
wise — among rival producers*. Similarly in the case of any 
portion of material wealth, that which constitutes a thing 
wealth is the possibility of enjoying the utilities or satisfac*- 
tions to which it is a means, secured to its owner by his 
legal right to non-interference on the part of others; and not 
this right itself. Hence in considering material wealth, though 
legal ownership is pi*esumed, it is hardly necessaiy to draw 
attention to it. 

We have now examined the chief questions that have been 
laised with regard to the definition of wealth. The I'esults 
that we have obtained, so far as they ai-e impoi*tanl at the 
present stage of our investigation*, will perhaps be most wm- 
venicntly summed up at the outset of the following chapter. 

* 1 do not mean to aaggeet that this Bupposition in within the limits of 
probability. 

Some further discussion of I’roducers’ wealth— under the more familiar 
name of Capital — wiU be found in Chapter v. 



CHAPTER IV. 

CAUSES OF VARIATIONS IN PRODUCTION. 

§ 1. The lengthy discussion in the jiroceding chapter will 
not, I trust, have been thn>wn away, if it has assisted us in 
fonning a clearer conception of the object that we have in view, 
in investigsiting the laws or conditions of Production. The 
term Wealth, as we have seen, is variously used in ordinary 
discourse, and may with perfect scientific propriety be diversely 
defined for the purpose of different inquiries. But in studying 
thq Wealth of Nations what we are concerned to know is, 
Under what conditions different communities of men, or the 
same communities at different times, come to be “better or 
“worse supplied with all the necessaries and conveniences for 
“ which they have occiision ” ^ Hence our attention should be 
concentnited upon those directly useful commodities which I 
have called consumers’ weiilth to distinguish them fix)m the 
instruments and materials which are only useful and valuable 
as means of pnKlucing other wealth. Again in comparing — 
with any aim at precision — the supply of such commodities 
enjoyed by different communities, or the same community at 
different times, we must limit ourselves to cases in which the 
primaiy needs of the persons concerned are not materially 
different. Further the durability of a portion of consumers’ 
wealth must not be leflb out of sight in estimating the com- 
munity’s command over the “conveniences” — and even the 
“necessaries” — of life. A man’s house does not the less 
shelter him from the elements because it was built in the 
reign of Elizabeth ; and if we ask why England now is richer 

1 Adam Smith, Introduction. 
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than England 300 years ago, a part of the answer must be 
that each generation has added somewhat to the stock of 
such durable wealth as is not, except accidentally, destroyed 
in the using. 

At the same time, as pointed out in the preceding chapter, 
this stock of wealth requires continual expenditure of labour 
upon it in vtuious wa3n3 ; and it is often convenient to neglect 
the small element of inherited consumable cxjmmodities and 
consider society as continually supplying what it continually 
consumes, in respect of the comptiratively durable part of its 
consumers* wealth no less than of that which is rapidly de- 
stroyed and reproduced*. But we must not forget the amount 
of error involved in this limitjition of view ; and we must also 
bear in mind that airelessness in preserving what has been pro- 
duced, and the instability of taste and fashion which impairs 
the satisfaction derived from it, tend prsxctically to reduce the 
available supply of commodities. 

Further; I argued that, in a complete view of the con- 
veniences of life, we ought to consider along with consumers’ 
weiilth what I have called, for analogy’s siike, “consumable 
“services”: and I accordingly propose to extend the tewns 
“ prcxluce ” and “ commodities,” so as to include such services as 
well as material products. I also pointed out that, since a 
portion of wealth consists of books, pictures, microscopes, and 
other material means of liteniiy, artistic, and scientific culture, 
and since the utilities embodied in these objects cannot be 
realised except by persons who have been more or less elabor- 
ately trained, it would be a mistake for us to leave out of sight 
the culture that results from this training, and the skill that 
is acquired and used as a source of immediate enjoyment, as a 
private person’s skill in painting or piano-playing. Though wc 
do not Ciill permanent skill and culture*, any more than trans- 
ient services, by the name of wealth ; still, since they resemble 
wealth in the two important characteristics of being results of 
labour and sources of satisfaction, the economist no less than 
the statesman or the philanthropist must keep them in view, in 

As wiU be seen, a different view of thig durable oongnmerg* wealth is 
attained in the following chapter, in which its analogy to piodacers’ capital is 
brought oat ; but the difference is not very important for the present investiga- 
tion, 


8. P. B. 



98 


POLITICAL ECONOMY 


BOOK 1 


contemplating the growth of the resources of refinement and 
elevation of life which the progress of civilisation tends to 
furnish in continually increaidng abundance. ^ 

At the same time, I pointed out a decisive practical reason 
for not including any reference to culture, or to the labour by 
which in each generation it is developed and transmitted, in 
our present examination of the causes why different societies 
are tetter or worse supplied with commodities generally: viz., 
that the most important changes, that we haye to note and 
explain in society’s command over material wealth, are very 
different in their nature and causes from the most important 
changes that have taken place as regards the possession and 
enjoyment of culture. Under the latter head, for instance, the 
vaiying quality and abundance of the services of paintei's, poets, 
educators, even priests, would be a prominent object of investi- 
gation, and would obviously take ns into regions very remote 
from that of jK>litical economy iis ordinarily understood. The 
same may be said of most other professional services. On the 
other hand, it would be equally misleading to confine our view 
of produce to the material things — focnl, fuel, clothing, &c. — 
that producers are continually handing over to consumers : since 
there are other commodities, not transferred in a material fonn, 
but equally derived from the application of lateiir to matter, of 
which the increased supply that a modern civilised community 
continually enjoys is due to causes simihir to those that have 
increased its command over material commodities; and of 
which, therefore, the pnxluction is naturally and suitably con- 
sidered along with the production of the latter. Such, for 
example, are the commodities of Conveyance and Correspon- 
dence; — so far as they are what I have called consumers’ 
commodities: i.a., so far as railways and telegraphs convey 
tourists and the messages of friends, no less than goods, 
commercial travellere, and messages of business^ 

The “produce,” therefore, of which we are to examine the 
variations in amount must be conceived as something of which 
material wealth is the chief but not the sole constituent. For 

1 The quantity of Buch commodities may be measured by (1) the number of 
perBons and messages conveyed within a given period, and (2) the space through 
which they are conveyed : increased speed of conveyance is an improvement in 
quality Y^hich can only be roughly estimated. 
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brevity's sake it will be convenient sometimes to refer to it as 
wealth: but we must be understood to have in view all the 
coinmbdities derived frrim the application of the labour of a 
society of human beings to their material environment. 

According to the ordinary view of “ production ” of material 
products, the process so named is conceived to terminate when 
the portion of matter to which it is applied has received its 
final quality and shape; the conveyance and sale of such 
finished produets being regarfled as separate and subsequent 
processes. Here, however, in consistency with the extended 
meaning which I gave to the term “ produce,*' we must regard 
as “ productive " all the labour employed about a thing until its 
consumption commences: that is, we must include the labour 
of ciirriers and tradern, no less thiin that of farmers and manu- 
facturers. 

§ 2. The fundamental questions, then, which the Theoiy' 
of Production attempts to answer, may now be j)recisely stated 
as follows: (1) What are the causes that make the average 
annual pnxluce per head* of a given community at a given 
time greater than that of another whose primary" wants are 
not materially difterent, or greater than its owm pnxluce ifb a 
previous stage of its histoiy; and (2) What are the laws of 
their opemtion ? The answer to the former of these questions 
is somewhat complicated, but in no way doubtful or obscure: 
it merely requires a little care in reflective analysis .to dis- 
tinguish the difierent elements that enter into the pnxluctive- 
ness of industry ; though their mutual connexion is so close 
and intriesUe that it is a matter of some little difficulty to 
exjjound them in a clear order. But when we attempt to 
mciisure accurately the opemtion of any of those causes in 
the piust, and still more when we try to foi’tjcast the extent 
to which they may be expected to oj)enit<* in the future, we 
touch on points which controvemy has l iund — or rendered 

difficult and perplexing. It has, therefore, seemed to me 

* We investigate the average supply per head, and not the total supply; 
beoanse it is to the former that all assertions as to the greater or less wealth of 
a society commonly relate,— we do not think that a nation has grown richer 
merely because, having grown larger, it consumes more food, clothing, Ac. 

annual, because the principal products of agriculture 
re aotuaUy produced at intervals of about a year; otherwise, of course, any 

other period would do equaUyweU. any 
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desirable to treat these two questions separately; and to 
confine myself in the present chapter to a merely qualitative 
analysis of the conditions of Production, reserving for a future 
chapter the discussion of the more precise quantitative state- 
ments, which for distinctness’ sake I propose to call the ‘ Laws ’ 
of Production. The present economic condition of society and 
its recent history will be kept primarily in view: the same 
analysis is, however, in some measure applicable to all human 
societies. 

Production, as here viewed, may be defined as the applica- 
tion of the labour of a community to adapt external matter, 
organic or inorganic, to the satisfaction of its wants; and the 
whole pHKjess has various degi*ees of complexity iicconling to 
the nature of the utility produced. Ordinarily, we can dis- 
tinguish three chief stages involving a somewhat larger number 
of leading species of industIy^ First comes the labour required 
to get possession of some material thing in its natuiiil state, or 
with no further modification than is needed to render it move- 
able: either mainly the labour of pursuit or enticement 

and capture, e.g.y of game or fish, or mainly the labour of 
initiating or fostering the natural growth of tiune animals and 
vegetables, or the labour of detachment or extraction, as in the 
case of forest trees Jind minerals. Then follows the labour of 
manufacture in which this raw material undergoes mechanical 
or chemical changes more or less extensive to adapt it to 
human uses : then, finally, comes the labour of the carriers who 
convey the finished goods from place to place, and of the traders 
who enable them to be obtained prom])tly and easily by the 
members of the community who may from time to time require 
them. It is evident that, for a given population, this whole 
process — or any part of it — will tend to yield more or less 
of the utilities at which it aims, according as the labour is 

(i) applied under more or less favourable circumstances, or 

(ii) is greater in quantity, or (iii) more efficient in quality. 
The term labour is here used to include all kinds of voluntary 
exertion, intellectual as well as muscular, which contributes 
directly or ' indirectly to the incre^rse of produce as above 
defined: and by “quantity of labour” is meant merely ex- 
tensive quantity, measured in two ways, by length of time 
and number of labourers. On this view we may distinguish 
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four different ways in which the labour of one community 
may be less than the labour of another, in proportion to the 
whole number of the population; for either the workers may 
bear a smaller ratio to the non-workers, or the number of years 
during which they work may bear a smaller rntio to the whole 
jMjriod of life, or they may work for fewer days in the year, or 
for fewer hours in the day. We might further regard labour as 
having intensive as well as extensive quantity, since we com- 
monly speak of men as doing more or leas work in the sanuj 
time, meaning not merely that they produce more or less 
result, but that they make more or less effort: but since I 
cannot find an}'^ satisfactory measure of the amount of such 
effort, applicable to all kinds of labour alike, it .seems best 
to include this source of variation under the third head of 
“ efficiency ” of labour. The question is not of great j)ractical 
imj)ortancc; because the variations in quantity and quality of 
lab<»ur respectively are on any view* largely due to the same; 
ciuises \ 

§ 3. Let us begin, then, by analping briefly the differences 
in the productiveness of labour that are due to oxtenial condi- 
tions. In the first place, the “ spontaneous bounties of nature ” 
(as they are called) are very unequally distributed: in some 
regions things directly consumable, or the materials required 

^ Jevons, in his 'Dieory of Political Ecommy (c. v.), oonsiders labour as 
poKHessing intensive quantity : but his view of this characteristic does not 
ap])ear to me very clear or consistent. In one passage (p. 185, 2nd ed.) ho says 
that ** intensity of labour may have more than one meaning ; it may mean the 
quantity of work done, or the painfuiness of the effort of doing it.” But 
surely ** quantity of work done” — or, as he afterwards says, ** amount of 
produce”— varying as it must with the material to which the labour is applied, 
the skill with which it is directed, the instruments that aid it, itc., Ac., cannot 
possibly measure the mere quantity (in any sensei of the labour. And though 
the ** painfulness ” of labour is a characteristic of fundamental economic 
importance, it cannot possibly supply a universal me'i>%ure of labour ; since, as 
I have already argued, the assumption that labour universally painful is in 
conflict with facts. 

In another passage (p. 221) Jevons says that **we may approximately 
** measure the intensity of labour by the amount of physical force undergone 
** in a certain time.” This view appears to me quite different from the one just 
discussed; siuoe by **amount of physical force undergone” must be meant 
some effect on the labourer's organism, not on the material modified by his 
labour. But what the precise nature of this organic effect is, or by what 
standard, applicable to all kinds of labour alike, Jevons proposes to measure* 
it, I canuot discover from his examples. 



102 


POLITICAL ECONOMY 


BOOK I 


for making them — game or jSsh, wood or coal for fuel, or useful 
metals — are much more abundant than elsewhere, or more 
easily obtained, preserved, or applied to their appropriatef uses. 
These variations are obvious and familiar; and almost equally 
obvious are the differences in the degrees in which land and 
water, the great permanent instruments of production (in- 
* eluding conveyance), are naturally adapted for this purpose 
or capable of being made so. It should be observed, however, 
that these material advantages do not remain tjie same in all 
stages of industrial development: but vary with the vaiying 
amounts of labour applied and the vaiying efficiency of instru- 
ments and processes. Thus in newly settled countries the lands 
first cultivatcid are commonly not those that ultimately prove 
the most fertile: so again the river-system of a country is 
fundamentally important for communication till railways are 
introduced, but not afterwards: and similarly the ocean was 
long a barrier to navigators of inland seas. 

Secondly, as we pass from one part of the earth’s surface to 
another, we find similar variations in the conditions unfavour- 
able to production or to the preservation of what has been 
produced : either periodic conditions of inorganic nature such 
as extreme dampness^ or extreme heat; or occasional disturb- 
ances as floods, storms, earthquakes, &c. ; or plants or insects 
noxious in various ways. Here also we may notice (1) the 
direct physical effect of climate on the labourers energy, as 
well as (2) its effects in varying the period during which 
labour can be usefiilly employed in agriculture®. 

In short, the external world upon which man operates 
requires in its original state veiy different degrees of «idapta- 
tion to extract from it the same quantum of utility for human 
needs. We have now to observe that, in the regions of the 
earth which have been for some time in the possession of 

^ * 'During the rainy reason, in the region of the upper Ganges, mushroonig 
*‘Bhoot up in every comer of the houReg; books on shelves swell to such an 
" extent that three occupy the place previously oc^oupied by four ; those left on 
** the table get covered over with a coat of moss one-eighth of an inch in thick- 
*' ness.” Boscher, Political Economy (Lalor’s translation), § clix. 

* **In the countries on the Danube,*’ eays Professor Hearn {Plutology, 
pp. 74, 75), "the cultivation of the ground and the reaping of the crop are 
spread over seven months; in the countries on the north of the Volga they 
must be concluded in four months.” 
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civilised man, each succeeding generation receives its portion 
of the earth’s surface in a somewhat different condition from 
the pfeceding generation. For the most part it finds its in- 
heritance in a state more favourable to labour; the benefits 
of its predecessor’s work being inextricably mingled with the 
“spontaneous bounties” of nature. These benefits may have 
been to some extent intentional, as when men plant trees that ' 
their children may reap the fniits; but in the main each 
generation carries on primarily for its own ends the process 
which, from a human jwint of view, we may call the “ improve- 
“ ment ” of the external world ; only a considerable part of this 
improvement, being permanent in its nature, profits posterity 
as much Jis the imjirovers themselves. The later-boni genera- 
tion finds, along with fields originally fertile, others that have 
become so through labour spent in clearing and draining, em- 
bankments to wani off floods, tanks or winals for irrigation, &c. 

It finds that the beasts of prey that used to inhabit its land are 
either extinct, or reduced in numbers and 8c<ared fi*om the haunts 
of men. It finds rivers made navigable and freed from “ snags 
“and rafts, mpids and shallows,” harbours made more commo- 
dious, roads and railroad levels constructed. To m^iintain spme 
of these improvements will require, no doubt,, some labour of its 
own ; but indefinitely leas labour than was required for their 
original constmction. So again, it finds species of plants and 
animals which by continued cultivation or by taming and gnidual 
breeding have been rendered more fit than they originally were 
for the satisfaction of human wants. This improvement, also, 
is not strictly speaking pennanent: it might conceivably be 
lost : but it is not likely to be lost without a social p 4 xtastrophe, 
and, generally sjieaking, it does not entail any additional labour 
on the generation that succeeds to it. 

On the other hand, we have to notice certain resj>ects in 
which the earlier generations are liabL^ to render the land 
they live in worse adapted for the requirements of their suc- 
cessors. They tend to exhaust the useful minerals that are 
most conveniently situated for extraction, and also certain 
useful orgamc products accumulated in previous ages, such as 
Peruvian guano. They may exhaust the fertility of certain 
soils by frequent crops, so that these soils will afterwards 
require more labour te render them as fertile as they were* 



104 


POLITICAL ECONOMY 


BOOK I 


originally. They tend to diminish the number of useful wild 
animals and drive them into places where they are more 
difficult to catch; and to carrj" the clearing of forests li^yond 
the point at which the tree is less useful than the ground on 
which it stands. But these and other similar deteriorations, 
so far as we have yet had experience of them, cannot be said 
to weigh heavily in the balance against the improvements 
before mentioned. 

There is, however, one specially important^ way in which 
a generation may find itself with a material environment less 
adapted to its needs, through the action of its predecessors. 
It may find that, through the increase in its numbera, the 
country it inhabits has become too small ft>r the most ef- 
fective application of the aggregate of its labour: that is, 
the incretise in the advantages of division of employments 
(to be presently noticed) may be more than neutralised by 
the diminution in the proportional amount of agricultural 
produce that can be annually extracted from the land, in 
return for the extra labour applied to it^ 

Further, we have to observe that the gifts of nature are 
only useful so far jis they are known; and that our know- 
ledge of them has continually increased. As civilisjition pro- 
gresses, men discover, or enter into effective communication 
with, regions unknown to their ancestors, — regions containing 
new useful plants and animals whose products they may 
appropriate by exchange; they discover new possibilities of 
acclimatising foreign plants and animals already known; they 
find new minerals in their own land. New combinations of 
matter, again, are accidentally produced in the development 
of industries, which are afterwairis ascertained to possess un- 
expected utilities. To a still larger extent useful properties 
previously unknown or almost unknown are discovered in 
things already known, or new modes of combining properties 
already known so as to increase their utility. In all these 
ways the available bounties of nature come to be continually 
increased, by the progress of knowledge, for each successive 

^ To what extent and under what conditions this tends to occur are 
fundamentally important questions which we shall have to consider carefully 
when we come to discuss the Law of Diminishing Returns in chapter vi. of this 
Book. 
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generation. Here again the improvement is not absolutely 
permanent; it may be lost through the intellectual inertness 
of th^ later-bom inhabitants; indeed, like some of the ma- 
terial improvements before-mentioned, it requires a continual 
expenditure of labour to maintain it. But this expenditure 
is trifling in comparison \vith the utility of its results; and 
is not likely to be pretenuitted by any civilised society in 
its normal condition. 

§ 4. In deajling with the first class of conditions of variable 
productiveness, I have been led ti> include one that might 
equally be placed in the thiitl class. For the increase of our 
knowledge of matter «and its properties, taking effect in what 
we call Inventions of new industrial processes, is properl}' re- 
gaided ^is one of the most important ciuises of improvement 
in the efficiency of human labour. In another respect, again, 
the distinction above drawn between improvements in Man and 
in Nature, though on the whole convenient, is somewhat forced. 
For Man is a i)art of Nature; the productive qualities of man, 
no less than those of plants and animals, exhibit differences 
that are, relatively speaking, original — that is, of which the 
origin is lost in prehistoric obscurity; and at the same tkne 
they are similarly susceptible of improvements that may be 
tmiLsmitted through physical heredity. This is true not only 
of such qualities jis strength, energy, fineness of sense, &c., 
but also of higher intellectual aptitudes. 

Again, as we have already seen, both the quantity and the 
quality of labour are directly affected by climatic influences, 
which i*ender the labourer himself languid and inert, or render 
important kinds of work impossible for him at certain periods. 

Passing from these conditions, which are in the main un- 
alterable, we may notice variations in the quantity and personal 
efficiency of labourers which depend on such j»hysical and s<x;ial 
circumstances of the laboun^rs’ lives iis adudt of being at any 
time modified by the action either of individuals or of the 
society to which they belong. In the first phice, it is obvious 
that the proportion of effective workers to the I’est of the 
community will be less, other things being equal, where the 
population is incretising rapidly, owing to the larger number of 
children that have to be supported ; it will be leas, again, — for 
any given rate of increase of adult population, — the greater th^ 
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number of children that die in infancy, owing to want of care 
or want of proper food, clothing, &c. Again, unsanitaiy con- 
ditions of life tend in another way to reduce the quarttity of 
labour performed by a given population ; by diminishing, 
through premature death or early and prolonged decrepitude, 
the average proportion which the working period of life bears 
to the whole ; and again, by diminishing the number of working 
days in the year, through increased frequency of incapacitating 
disease. , 

Similarly, bad air and water, uncleanliness, over-indulgence 
in alcohol and other unhealthy habits may lower the physical 
tone of the labourer and thus impair the quality of his work 
without causing positive illness ; on the other hand, the strength 
and energy of the labourer may be largely increased by an 
ampler supply of the necessaries of life^ 

Even more important than the differences in the physical 
strength and vigour of labourers are the variations that we find 
in their skill and intelligence, their foresight, quickness, vigi- 
lance, and resource in availing themscjlves of advantages that 
further production, and avoiding or removing all that impiirs it. 
Superiorities in these respects are pirtly, as I have said, con- 
genital and transmitted through physictil heredity: but to a 
great extent they are handed down from geiienition to genera- 
tion by conscious training and learning ; primarily by technical 
training and learning of special arts and processes, but also to 
an important extent by association and unconscious imitation. 
“ The child,” says Mr F, A. Walker, “ becomes a better workman 
“ simply by reason of being accustomed, through the years of his 
‘‘ own inability to labour, to see tools used with address, and 
“through watching the alert movement, the prompt co-opera- 
“tion, the precise manipulation, of bodies of workmen. The 
“ better part of industrial as of every other kind of education is 
“ unconsciously obtained. And when the boy is himself appren- 
“ ticed to a trade, or sets himself at work, he finds all about him 
“ a thorough and minute organisation of labour which conduces 
“ to the highest production ; he has examples on every side to 
“imitate; if he encounters special obstacles, he has only to 

I Hence — as we shall afterwards notice — differences in cost of labour to 
employers are often much slighter than, and sometimes even in opposite direc- 
tion to, ^fferenoes in the labourers* remuneration. 
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“stop, or hardly even to stop, to see some older hand deal 
“ with the same ” \ This unconscious imitation operates power- 
fully iif keeping up the habitual energy of individuals in a 
society when a high average standard of energetic work is 
maintained. 

§ 5. Still, in explaining differences in the degree of energy 
of individual labourers or groups of labourers, as well as dif- 
ferences in the (extensive) quantity of the labour performed 
by a given population, a chief place must be given to differ- 
ences in the strength of the motives for work presented to 
their minds. 

Among these varying motives the most powerful is un- 
doubtedly that “desire for weixlth” which economists have 
often timted jis the sole p^'ssible spring of industrial activity. 
In a previous chapter^ I have argued that the very fact that 
this desire is derived from, or is a genemlised form of, an 
indefinite number of more particular impulses, renders it prac- 
tically legitimate to assume its universiil presence ; since there is 
at least no important cltuss of persons who do not desire, either 
for their own present satisfaction, or iis provision for the 
futun% or for donation or betjuest to others, a larger supply 
of sume kind of purchaseablc commodity. None* the less is it 
imjioiiiant to observe the different degrt*es of intensity in which 
the desire of wealth actually o 2 )erates, in consequence of vari- 
ations in the strength of the mon^ j)articular imjmlses from 
which it is derived or generalisexi. Of these the most univei’sal 
and imj)erious are the primary wants of fiuKl, clothing, shelter, 
and other necesstiries. These primaiy needs, jis we have al- 
ready observed, are considerably modifitid by differences of 
climate and of the physical constitution of different races ; and 
also somewhat by the traditional habits of different communi- 
ties and classes. But even iissuming them t“ Ije approximately 
uniform, the amount of labour required fca their satisfaction 
must obviously be affected by changes in the productiveness 
of labour; and the stimulus to labour supplied by them will 
vaiy accordingly. Hence improvements in production, of which 
the benefit accrues to the labourers, have some tendency to 
^use a diminution in the quantity of labour instead of an 
increase in the qmmtity of produce : since if a man’s earnings 
' Tht Wages Question, e. 3. ^ Introduction, c. 8. 
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are already sufficient to satisfy all his keenly felt needs, the 
power of earning more by the same amount of labour must 
partly operate as an inducement to work less. 

It is, no doubt, a general characteristic of human nature, 
that when these primaiy lu^eds are satisfied, other desires re- 
quiring more or less wealth for their gratificatioi' tend to be 
developed, and to fill up the vacuum of impulse thus created. 
But the strength of these secondary impulses, as com|)ared with 
the aversion to additional labour which acts a counterforce, 
is a far more variable element than the urgency of the primary 
needs. The sensibility to “comforts,” or the means of wanling off 
slighter physical annoyances ; the taste for sensuous “ luxuries,” 
that is, for the means of increasing the positive pleasures that 
normally attend the satisfiiction of physical wants, by variety 
and elabomteness in food, drink, furniture, &c. ; the taste for 
oiTiament, elevated gradually into artistic sensibility; the de- 
mand for the emotional and intellectual gratifications fumished 
by literature, science, &c, ; — all these springs of fiction are 
operative in very varicnis degrejes in different communities and 
classes at different periods of their history. The progix^ss of 
civilisation tends generally to increase their force — in fact such 
increjise is implied in our common notion of the complex 
change that we call “ progress of civilisation ” — but the tendency 
is not uniform in kind or degree. Foreign trade has historically 
been a most powerful and important agent in the diffusion of 
these secondary desires : — ^it is, indeed, noteworthy that the ad- 
vantage of foreign trade, which was most prominent in the view 
of pre-Smithian economists of the eighteenth century, wjis not 
that it tends to supply more amply and economically needs and 
desires already existing; but rather that it “rouses men from 
“their indolence, and presenting thp gayer and more opulent 
“ part of the nation with objects of luxury which they never ✓ 
“ heard of before, raises in them a desire of a more splendid 
“way of life than their ancestors enjoyed”’. The influence 
of these desires as develojred in individuals is further modified 
by the varying extent and maimer in which custom and 
social sentiment intervene ; either as prescribing certain com- 
forts or luxuries as “ decencies ” of life in certain classes, or 
as stimulating efforts to rise above the standard socially 

^ ’ Hume, Essay on Commerce, 
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prescribed in any class, in order to gain the higher social 
rank or reputation attached to the possession or exhibition of 
wealth * or, on the other hand, tui reprobating luxury generally 
or particular species of luxurious expenditure. We have further 
to take into account the vaiyirig operation of th(i atfections, 
which multiply the attnictive foi-ce of all objects of desire by 
extending the range of the persons for whom they are desire<l ; 
and the play of the moral sentiments which variously combine 
with natural aflFections in prompting to such extension — thus, for 
example, the provision of wealth for children is an end sought 
with very different degrees of eagerness by average peraons at 
different times and places. Nor must we neglect the influence 
of the political organisation of the community, in rendering 
political power mort* or less dependent on the possession of 
wealth. Finally, the resultant force of this complex play of 
motives is of course affected by any variations in the average 
dislikt" of labour; in considering which we may especially notice 
the powerful effect of social sentiments and opinions; labour 
generally, or certiiin kinds of labour, having frequentlv been 
rt.»gar<led tis more or less degrading. 

But the stimulus given to labour by the desire for wealth 
does not Viuy simply jiccording to the strength of this resultant 
impulse ; it is m<xlified at lejist equally by the extent to which 
the labourer is impressed with the belief (1) that additional 
wealth may be obtained and kept by iidditional labour, and 
(2) that there is no other more easy and agreeable wa\" of 
obtaining it. Here it is to be observed, in the first place, 
that the range of opportunities of obtiiining wealth has been 
largely extended and restricted by the varying action of govern- 
ments. What political conditions arc» most eiTective in securing 
the projM)rtionnient of reward to labour is a much controverted 
question, which will demand our consideration later*. But 
there is no question that this security has . ften been impaired 
by the fiict that adequate protection of earnings from sjK)liation 
has not been provided — as Mill epigrammatically says — ^“by 
“the government and against the government.” Lack of 
j)rotcction by the government obviously involves the double 
detriment of discouraging honest labour, and encouraging the 
socially unproductive industry of plundering others, — effects 
* See Book III. co. iii. and iv. 
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which are aggravated when the plunderers are anned with, 
or sheltered by, the authority of government ; but “ protection 
against the government” must be understood to include 
security not merely against the arbitrary seizure of property, 
but also against such oppressive taxation as discourages the 
accumulation of wealth. 

On the other h^ind, there is equally little question that the 
well-intentioned tutelage of government has often gone too far ; 
that, for example, in civilised Euro{>e in the eighteenth century^ 
the opportunities of obtaining wealth wei*e seriously diminished 
by the restraints which governments imposed on free choice of 
domicile and calling, and on the processes of industry and 
trade; or again that the sustenance gratuitously provided for 
non- workers, by the English Poor-law from 1782 to 1823, 
dangerously impaired the motives to industry. This latter 
effect may of course also be produced by indiscriminate private 
almsgiving without the intervention of government. And 
similarly even when the goveniment leaves individuals perfect 
freedom in the choice of calling and domicile, the want of 
“ mobility ” in the labour of the community may seriously in- 
terfere with its productiveness ; ignorance, or routine, or social 
sentiment, or strong local attachment may prevent workers 
from choosing the business in which their exertions would be 
most productive and best remunemted. 

Supposing the sjiecies of industry determined, the strength 
of the labourer s motive to exertion and care depends, of course, 
partly on the amount of his earnings; but partly also on the 
connexion between his earnings and his efforts; and this, 
again, varies greatly with the mode in which industry is 
organised. The connexion is most simply effective when a 
labourer works independently and owns the whole produce 
of his labour. So far as this simple arrangement is pre- 
cluded by its incompatibility with the full advantages of 
co-operation, the labourer's interest in production has to be 
secured by some artificially contrived correspondence between 
his remuneration and his work. Different arrangements for 
attaining this result will be presently considered ; here we need 
only observe that the deficiency of stimulus in the case of a 
hireling who works for a fixed wage may be partially supplied 
by carcful supervision, if his wages can be easily raised or 
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lowered at his employer’s will, and if the competition for work 
among labourers is keen. Hence, distinguishing the work of 
employed labourers generally from that of their manager 
(whether the employer or his agent), we may draw attention to 
the special importance of adequate motives for exertion and 
care in the case of the latter: not mcircly because skilful 
management implies vigilant oversight and prompt command, 
but also because men catch skill, promptitude, and energy by 
unconscious imitjation from their chief, and further feel a certain 
stimulus from the satisfaction of taking pirt in eftoctively or- 
ganised jierformance. For though, under present circumsttinces, 
the strongest stimulus to the energ}^ of average men — whether 
employed or employcra — is undoubtedly supplied by the <lesire 
of gjiining wealth for themselves or their families ; still we ought 
to reci)gni8e, Jis actual forces, both the desire of turning out good 
work, and the eapy'it de co't'ps, w^hich the mere fact of co-operating 
habitually for a given end tends to produce in average human 
beings, if the tendency is not oveqx)weied by the consciousness 
of conflicting interests. 

The foregoing analysis hjis l6d us more than once to con- 
sider differences in the moral qualities of labourers, as causes 
of variations in production. The ecimomic importance of these 
may be briefly summed up thus: so far as it is made each 
labourer’s interest to work his utmost, the more prudence and 
self-control he has, the more he will incretiso the wealth of the 
community; while again, the moi'e he is actuated by sense of 
duty and wide public spirit, the more productive his labour will 
be under circumstsinces in which the coincidence between his 
own interest and that of society is wanting or obscure. The 
dishonest workman who scamps jnece-work and is slothful if 
paid by the day, the dishonest manufacturer who employs 
labour and capital in producing the illusory semblance of 
utility, the tradesman who spoils his wai js by adulterating 
them, all diminish produce. But besides self-interest on the 
one hand, and the influence exercised by common morality 
and regard for the general good on the other, we have to 
take special note of the narrower esprit de corps fostered by 
combinations of persons with similar interests; especially in 
modern societies among the labourers in particular industries 
by such organisations as trades-unions. So far as the rules of 
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such associations, and the general opinion and sentiment which 
they produce or intensify, are directed towards the maintenance 
of a High standard of workmanship, their eflFect on production 
is likely to be beneficial. In some cases, however, the rules and 
practices of trades-unions have acted in an opposite direction, 
by resisting me^ures designed to economise labour; it being 
considered to be the interest of labourers in any pirticular 
industiy that the field of cmplo 3 nnent should be as large as 
possible. How far this view^is sound we do nqt now consider; 
here we have merely to observe that the prevalence of this 
belief cjiuses this narrower esprit de corps to diminish the pro- 
ductive efficiency of the aggregate labour of the community^ 

§ 6. In examining variations in the personal efficiency of 
individual labourers, we have been led to treat of thcj indirect 
effects of co-operdfcion and assfxsiation of workers, in develojjing 
skill and energy and esprit de corps, Ixit us now pass to con- 
sider the more obvious and importjint gains in productiveness 
of labour, due directly to the same dissociation tind co-operation. 

We may notice, first, the more elementary did vantages ob- 
tained by co-operation in its simjdc^st form. There are many 
things which one man alone cannt)t do, but which are readily 
accomplished by the simultaneous action of several men. 
The raising of a given weight, for example, requires a certain 
force, which may be obtained when the power of two men is 
simultaneously applied, where it could not be obtdiined by any 
amount of successive effort on the part of either working singly. 
But further, it is soon found that frequently little or no more 
labour is rccpiired to render a given service to several j^ersons 
than is required to render it to one. “ The fire and the wa^r 
“and the care requisite to prepare the f(X)d of one man will 
“equally prepare the food of three or four. Consequently, 
“ where two men have to do two different things, if, in place 
“ of each performing these two several diets, they can with the 
“ same or nearly the same effort perform for their joint benefit 
“ each one act sufficient for the two, there is a clear saving of 
“half their labour”*. Thus, as simple co-operation increases 
power. Division of Employments, or, as it has been called by 

^ The losB to production caused by conflictH between laboorera and employers 
as to wages will ^ noticed later in this chapter. 

* CL Hearn, Plutoloffy, pp. 124, 208. 
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economists since Adam Smith, Division of Labour, economises 
its use; and in this way division of employments would in 
many «cases cause a most important gain, independently of 
any consequent increase of aptitude in the labourers whose 
functions are thus specialised. Postal communication affords a 
striking example of this. There is not much room for increase 
of dexterity in the simple process of delivering a letter; the 
economic advantage of making letter-carrying a separate em- 
ployment depends almost entirely%n the great diminution of 
labour that each separate delivery requires, when one nian 
delivers all the letters in the same street. In many cases, 
again, there is a great advantage in saving the time lost in 
passing fiom one set of actions to another ; especially when the 
subdivision of eTnplo3rments is cjirried — as it is in many modem 
manufactures — so far that each worker has only to perform 
one very short series of actions, repeated as often as possible. 
Still by far the most striking advantage of the division of 
employments is the increjised dexterity of the workmen; the 
vastly greater ease, rapidity, and accuracy which constant 
repetit»ion gives to the perfonnance of any act or set of acts. 
Probably no paragraph in Adam Siiiith’s works is so widely 
known *is that in which he contrasts the number of pins that 
a man could make by himself with the number that ho can 
make when, in combination with othei-s, he confines himself to 
a single piirt of the process; and certainly the degree of 
additional efficiency that a wwkor cjin acquire, in work of 
a tolerably simple and unifomi kind, under a highly developed 
s}'stein of divided emplo^nnent, is greater than anyone without 
S]^cific experience would have imagined. There is a further 
economic mlvantage in the fact that the training required to 
bring each labourer up to full efficiency tends to become shorter 
and less expensive, as the work he has to do becomes limited 
and simplifiedh A more important gjiin tb m this last consists 
in the economy of aptitudes that becomes possible, through the 

^ To some extent this advantage is purcliaRetl by a corresponding risk of the 
labourer’s being reduced to inefficiency, in cane of his employment failing ; but 
it may be observed that separation of employments in any particnlar industry 
does not always involve a corresponding siiecialisation of labour: as the 
particular tasks allotted to a given class of labourers in one branch of 
industry may have counterparts more or less closely correspondent in other 
brandies. 
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continually increasing variety of employments; there is thus 
greater opportunity of setting different individuals to do what 
they can do best, and all exceptional gifts and talents Lecome 
indefinitely more profitable to society when their possessor can 
be set free from all work except that for which he is specially 
gifted*. We may notice as an instance of this that the chief 
part of the knowledge, foresight, and power of complicated 
calculation, that are indispensable to the i^uccessful conduct of 
many industries, need* only be possessed by the comparatively 
small number of persons requii’ed for the function of manage- 
ment. Finally, the division of employments enables mankind 
to utilise to the utmost not only the special qualities of human 
beings, but similarly the superior natural provision of the 
materials or instruments of production in different countries 
and districts. Through this division each article consumed 
by any one may be produced in the place where the labour 
of producing it is most effective, due allowance being mtule for 
the labour and time lost in carrying it to the consumer; and 
also for certain other dis^ul vantages and risks which I shall 
presently notice. 

vrThe division of employments has different economic effects 
according as the co-opemting workers are organised under one 
management, or under several different managements. So far 
as the simultaneous, or nearly simultaneous, combination of 
a number of different acts is required for the accomplishment 
of a single result, it is necessary that the labourers should be 
in one place, and generally ex|jedicnt that their work should l)e 
under the direction of one mind. And even when the opera- 
tions to be performed on the same material, before it becomes 
a finished product, ai*e merely successive, there may still bo 
a considerable economic jwlvantage in uniting the labourers 
under one management, and, so far iis is possible, either in one 
building or buildings nearly adjacent. For, in the first place, 
the most difficult and valuable kind of labour, that of manage- 
ment, is thus both economised and made more efficient in 
important i-espects ; it is easier to adapt the product to the 
changing needs and tastes of society when all the required 

^ Economists, however, have rightly drawn attention to the danger that 
threatens the mental development of the labourer through an excessive sameness 
in his work. 
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changes in production can be carried out under one direction ; 
again, a more exact adjustment is jKMssible of the supply of 
each kind of labour required, so that eveiy class of producers 
can be kept in fiill work; and further, there is less loss of 
labour and time in canying the product in different stages 
from one set of producers to another, and taking care of it 
till it is wanted. 

For similar reasons, an economy of labour, especially the 
labour of management, as well as of the utility of buildings 
and other instruments; tends to be realised, generally speaking, 
by any considerable (if well adjusted) increase ii\ the scale 
on which a business is organised. A largo business, too, can 
afford various kinds of expenditure on the whole profitable, 
which ai-e too costly or too uncertain for smaller concerns: 
such as the employment of elabomte machinery, ov highly 
skilled and specialised labour, outlay for experiments, for ob- 
taining information^ &c. The extent of these advantages, 
howciver, varies greatly with the nature of the industry ; and 
in estimating it with a view to practical conclusions x.e have 
to compare it with the dmwbacks that attend industry on a 
large scale, especially if the tenns of co-o|)eration are adjusted 
in the manner that is at present most common. 

§ 7. We have already noticed that the conditions on which 
labourers working under one management agree to co-operate 
may differ materially; and the effects of these differences, not 
on distribution, but on efficiency, and therefore tm profiuce, 
may here bo coiisideixid. In England at the present time the 
greater part of the labour purchased by employers is sold for 
a price simply projiortioned to its time : so that the labourer 
htis not nearly so strong a motive for exerting energy, skill, and 
care os he would have if he were working on his own account, 
rhe consequent diminution in the pnxluctix oness of his labour 
can be but partially prevented by watchful supervision ; and of 
course, where overseers have to be hilled, supervision is similarly 
liable to be less efficient. When payment is made by the 
job or “ piece ” this detriment is obviated, so far as mere 
quantity of work is concerned : and it tends to be at least much 

^ X do not mention the advantage that a large bufliness has in gaining 
oonn^on and costom; as it is more a private gain in Distribution than a 
Booial gam in Production. 
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reduced if, besides a fixed minimum payment for time, the 
worker receives an addition proportioned to his efficiency or 
economy, as tested by certain definite results, — as ifrhen a 
shopman is partly remunerated by a payment proportioned to 
the amount of his sales, or as when a railway company en- 
courages thrift in fuel and grease by adding to the wages of its 
employees a certain proj)ortion of the expenditure saved by 
them. But in many kinds of work it is difficult to devise a 
satisfactoiy test for tiscertaining the amount gained by the 
extra energy and thrift of the workers: and, in particular, 
“piece-wages”’ »ire often found impracticable or inconvenient 
from the difficulty of dividing the work to be done into 
sufficiently independent {)arts. Moreover this mode of pay- 
ment, though an julequate stimulus to quantity of work, is 
liable to render its quality inferior through wireless haste — or 
even dclibemte “scamping” — unless the workers task can be 
quite definitely marked out mid its quality cjiusily tested and 
estimated-*. Hence in the industries whose pixiduce tends to be 
largely, yet somewhat indefinitely, increased or preserved by 
minute and vigilant attention to details, together with oc- 
casional intensity of effort to meet emergencies, the keen in- 
terest which one who works on his own account feels in the 
i-esult is a peculiarly important spring of effective labour ; and 
ail organisation of industry w^hich tends to multiply this force 
is proportionally advantagt^ous. In such industries, therefore, it 
may be economicjilly best — even at a jKirtial sacrific,e of the 
lulvantages of division of labour — to maintain sej>arate busi- 
nesses on a scale so small as to enable the employers super- 
vision to be everywhere effective, or even to render oversight 
almost unnecessaiy, the chief labour being that of the employer 
himself and his family; especially if the industry be one in 
which expensive machinery cither is not profitable or is only 
occasionally needed and may be conveniently hired. This latter 
seems to be at present the case in certain kinds of agriculture ; 
and it is with regard to these that the advantage of production 

^ I have adopted from Mr Lalor, the tranelator of llosoher'R Political 
Kconmny, this translation of the German **Stiloklohn,*’ as a convenient abbrevi- 
ation of ** wanes paid for piece-work.” 

^ It is also to be observed that the method of piece-work has no tendency to 
prevent nuthrifty use of tlie employer’s instmments and auxiliary materials, 
so far. as these have to be entrusted to the labourers. 
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on a small scale has been chiefly urged^ The probability of 
superior management on the part of the small employer is of 
course«diminished in •proportion as he has to shat’e with any one 
else the increment of produce obtainable thereby. This diminu- 
tion is most simply and completely prevented when the culti- 
vator is also the owner of the land he cultivates ; whei*e this is 
not the case, a neiirly equivalent result might be attained by 
suitable contracts between the owner and the cultivator^; but 
such contracts have frequently been wanting. 

Where organisation on a large scale is clejirly most eco- 
nomical, it would seem to be generally the interest both of 
the employer and of the community to find some plan of n.*- 
munemting labour which may supply stronger motives to energy 
and thrift than mere time- wages can funiish. This may be 
done either by piece-work given out to individuals — which is 
extensively used in many industries*; or by contracting for 
piece-work in larger lots with gn>ups or “gangs'’ of labourers 
— a method sometimes available where oi'dinary piece-work is 
impracticable ; or, again, by some plan of tuiding to time-wages 
a premium or bonus allotted to labourers who hav , shewn 
efficiency or economy above a certain standard. But, as was 
before said, none of these methods is universiilly applicable; 
nor can they be relied on to prevent a further risk of detri- 
ment to the aggregate production of the community, which 
the customary mode of dividing the earnings of industry be- 

^ Gf. Mill, Book I. 0. ix., whore the kinds of culture mentioned include 
**not only tlie vino and the olive, where a considerable amount of care and 
*‘lalK>nr must be bestowed on each individual plant, but also roots, leguminous 
** plants, and those which furnish the materials of manufactures.’* 

* Some writers, who have followed Mill in advocating Peasant Proprietor- 
ship, seem to regard it as something more than a means of securing to the 
cultivator all the fruits of his labour and of enabling him to employ his labour 
in the most productive way jiossible ; they speak as if the mere sense of owner- 
ship of the land on which a man labours supplir^l a peculiar stimulus to 
energetic labour. Without denying the existence of this sentiment, I may 
point out that it can hardly be included in the ** desire of wealth,” which Mill 
and other economists treat as summing up all tlie springs of labour attributed 
to men in economic reasonings; and the motive is of too refined a kind to 
justify us, without more evidence than has yet beeu given, in assigning to it an 
important place among the springs of action of average men. 

* Thus **in the tailoring trades, in shoemaking, and in most of the other 
'* industries engaged in the manufacture of artides for personal wear, payment 
“ by the piece is nearly universal.” Howell, Coital and Labour, c. vi. 
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tween labourers and employers involves, — the danger, namely, 
of obstinate disagreement as to the price to be given for the 
labourers’ services, resulting in more ob less extensive and 
prolonged stoppages of work. Such stoppages naturally tend 
to be more frequent and more prolonged in the present stage 
of our industrial development, in which combinations of la- 
bourers tend to be vigorous and active; and, whether im- 
mediately due to “strikes” of labourers, or to retaliatory 
“lock-outs” of masters, they inevitably cause much loss of 
wealth to the community. 

With a view of avoiding the evils of these obstinate dis- 
agreements — and also of securing adequate stimulus to exertion 
and thrift — the plan of giving the labourer a share in the 
profits of the business in which he is employed has lieeii, in 
recent times, strongly recommended both by theorists and by 
practical men ; and many experiments have been, and are 
being, made in this direction, some of which have harl a 
striking amount of success. So far, however, as this method 
of Partici})ation of Profits appeals to the ordinary economic 
motive of private interest, it can hardly be as directly effective 
as^the method of piece-work, or even as adequate as properly 
graded premiums for extra exertion and thrift.; since the labourer 
who is paid by the piece, or by an adequate premium or bonus, 
depends entirely on his own energy and care for the addition to 
his wages, whereas when the workmen share profits each indivi- 
dual’s gain is mainly detennined by the efficiency and economy 
of others. And this objection becomes stronger, the more the 
profit of the business depends on the energy and skill of the 
management; since, so far as this is the case, what the workmen 
who participate in profits divide may really have been in the 
main produced by the numager’s labour^ On the other hand, 
in industries in which overseeing by the employer or his agent 
is difficult and liable to be ineffective, the mutual supervision 
of the workmen, stimulated by the interest that all have in the 
results of each other’s labour, is a valuable advantage : especially 
if piece-work is inapplicable. And further, it is to be nol^ that 
the chief advocates of profit-sharing do not merely regard it as 

> It may be observed, however, that in sach cases there is a strong reason for 
giving the manager— and any leading subordinates who share his important 
work — a specially important share in profits. 
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appealing to the workman’s private interest : rather, in their view, 
one of its chief advantages lies in the habit of working for the 
common interest — with a sense that private interest is therewith 
bound up — which the system tends to develop. It is largely 
through this moral effect that it is held to be preventive of ob- 
stinate disagreement about wages. It seems probable, however, 
that the realisation of this last advantage depends largely on 
the employer’s possession of personal qualities that win the 
confidence of those whom he enijdoys: for a new danger of 
conflict is introduced by the necessity of agreeing upon a scale 
of participation. Even where such confidence is established, the 
participation of all employees in profits must tend to divulge 
the financial condition of a business; and this loss of secrecy 
may be a material disadvantage in competition with other 
businesses, either by inviting rivalry when times are good 
or by impiiring the employers credit in times of pressure. 
Hence the plan seems more suitixble for adoption in the case 
of management by joint-stock compinies — where the advan- 
tages of secrecy have already been given up — than by j)rivate 
employers, unless as philanthropists. Again, the meth.Kl seems 
not easily applicable to work of which the profit is remote, /or 
example, to large building works that may last some years, since 
the motive supplied by the prospect of a share is in such crises 
too weak to give the required stimulus to the minds of average 
workmen; nor is it applicable whcire the profit is difficult to 
estimate precisely ; nor perhaps where it is very fluctuating, and 
liable to alternate with heavy loss\ which the workmen cjinnot 
be expected to share. 

Still, with all deductions and limitations, the amount of 
success attained by the system of profit-sharing in certain cases 
remains a striking and noteworthy fiw.t, and — though it is per- 
haps doubtful how far we can argue from sucxiess in a few ciiscs, 
in which the stimulus of unfamiliar gain is likely to have been 
exceptionally effective — there is certainly grounrl for hopeful 
fiirther experiments, especially in businesses whose conditions 
are peculiarly adapted for it. Such — as we have seen — are busi- 
nesses which are making an easily estimated imd comparatively 

^ This diffioalty may perhaps be satisfactorily met by the establishment of 
a reserve fiind; and by making workmen’s shares take partly the form of 
savings, of which they will reap the benefit in times of adversity. 
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steady quantum of profit, where management is comparatively 
easy and straightforward, where much may be gained by the 
industry and thrift which an average man can be indd'ced to 
exercise by the prospect of a moderate addition to his income, 
and where the mutual watchfulness of workmen is likely to be 
decidedly more effective than supervision from above. 

So far I have been chiefly considering the principle of profit- 
sharing as applied in what is called “ Industrial Partnership ” ; 
that is, I have here supposed that the cayutal. employed in the 
business is mainly or entirely owned by a few persons, who 
retain the whole management of the concern in their hands, 
and are in fact mendy capitalist employers who have agreed to 
give their employees a shai’e of their profits. Another application 
of the Siime juinciple, differing imphliantly from that which we 
have been discussing, is exhibited by what is often called in 
a special sense Co-oj)erative PixKluction^ ; in which the capital 
employed in the business is owned (or bon-owed) by the labourers 
employed in it, who juiconlingly fonn a joint-stock company with 
a salaried manager, and divide among themselves whatever profit 
they make, after l)aying wages at the market-rate and what is 
reganled as fair intei*est on capital. Herti the stimulus exercised 
on the co-opemtois by the prospect of profits is at its maximum ; 
but this (ulvantage seems inevitably counterbalanced by a cor- 
resj>onding diminution in the manager’s motive to activity — so 
far as he is actuated by sidf-interest — in comparison with the 
motives that jurt on an ordinary capitalist employer. There are 
the fuither dangers, (1) that a body of shareholders receiving 
little moiv than the ordinar)’^ wages of manual labourers may be 
inclined to the mistiiken economy of paying their manager in- 
adequately, and so buying inferior management at a price dear 
though low ; and (2) that labourers, having the ultimate control 
of the business in which they labour, may not leave their manager 
sufficient fi’eedom of deciding large matters that cannot wait, 
and may not render him sufl^ciently prompt obedience in the 
ordinaiy course of the work. 

1 It Bhonld be observed that the term is sometimes used to include businesses 
carried on in connexion with the artisans’ Co-operative Stores, and accordingly 
managed by aRSociationB of consumers who do not share profits with their 
employees as such. This system may be economically advantageous, as an 
extension of the business of Co-operative Stores : but its principle is altogether 
different^ from that discussed in the text. 



CHAP. IV CAUSES OF VARIATIONS IN PRODUCTION 


121 


It is to be observed further that neither of these forms of 
profit-sharing — not even the last-mentioned — affords complete 
security against conflicts among the co-operating workers. 
Wages, as I said, are to be paid at the market-rate; but it is 
precisely against the market-rate that strikes take place ; and 
the labourers of any particular class within the concern nuxy 
feel their community of interests with members of the same 
class outside, more strongly than they feel their community 
of interests with the differently paid labourers — including the 
manager — of their own business^ ; especially when the co-opera- 
tive business is not sufficiently flourishing to allow them a 
substantial bonus out of profits. They will no doubt avoi<I 
one source of conflict between labour and capital, iis their 
knowledge of their own business will prevent them fnnn having 
exaggerated views of the profits that capittdist employers are at 
any time obtaining ; and it has been justly urged that in this 
way the “ co-o|)erators ” (in this narrow sense) may render an 
important service to other labourers and employers. It d*>es 
not appeju*, however, that the plan hjis yet been ai)plied so 
extensively and succeasfully ms to enable this service to 1 k^ 
largely realised : and indeed the whole principle of piirticipa- 
tion of profits is as yet more important on account of what 
is hoped firom it in the future by thoughtful and instructed 
persons, than in virtue of the results that have been Jichieved 
by it up to the present time*. 

I now jMss to consider the other mode of arranging the 
division of employments ; according to which labourers or groups 
of labourers work independently and merely co-oper.ite by ex- 
changing their pnxlucts. This form of co-operation occurs as 

* Lord Braflfley (Le.ctures on the Labour Quentiony vi. p. 131) mentions the 
occurrence of a strike in the Ouseburu Engine Works, which he calls ** the 

** most important experiment in co-operative production hitherto attempted in 
“ this country.” 

* I defer for the present the discussion of other expedients for settling or 

preventing disagreements as to wages: — such as boards of conciliation, arbitra- 
tion, and automatic “ sliding scales” by which the wages in certain industries 
are made to vary with the prices of the products of the industries according to a 
fixed ratio. Such expedients do not aim at improving production except nega- 
tively by the prevention of conflict; what they primarily seek to attain is a 
satisfactory division of the proceeds of industry between employers and em- 
ployees: it, therefore, seems more appropriate to discuss them under the head of 
Distribution. See Book II. c. x. § 5, and Book III. c. vii. § 7. • 
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an alternative, in certain industries, to the combination under 
one management of tfie different parts of a complex process 
performed on the same material: but it will be evideift at a 
glance that it has a far wider scope. Indeed we may say 
that co-operation, in this sense, is nothing less than the funda- 
mental principle on which the whole industrial organisation of 
society is based. It is manifest that the aggregation of the 
producers of particular commodities in separate large establish- 
ments, of which we have been speaking, is only nendered possible 
through the tacit and unconscious consent of the rest of society 
to make use of their services by purchasing their products. 
Without exchange, division of employment could not be con- 
veniently carried veiy fer, so long iis the present system of 
private ownerahip was maintained unaltered : through exchange 
it might easily embnice the whole inhabited globe in one vast 
scheme of co-operation : and in feet its development only tends 
to stop at the point at which its advantiiges aro outweighed 
by the drawbacks incident to pnKluction for distiint consumers. 
The most obvious of these drawlmcks lies in the additional 
labour and time spent in conveyance and communication be- 
twt^en producer and consumer; but we have also to take into 
account the increased difficulty of adjusting supply to demand, 
owing to the difficulty that the producer has in obtaining full 
information as to the consumers’ needs ; which entails normally 
an increased exj)enditure of time and labour in keeping finished 
products in wai'ehouses and shops. In some few cases 
absolute waste of such products has resulted from a great over- 
supply of a jMirticular ware, the demand for which has been 
miscalculated. More frequently this kind of miscalculation has 
caused wares to be left on the hands of producers or traders for 
an inordinate length of time; hjis rendered expensive machinery 
and acquired skill temporarily or even permanently useless; 
and has inflicted on the industries thus disorganised, and others 
to whom the effect spreads from them, the more indefinite evils 
of general depression of energy and enterprise. These draw- 
backs and dangers, however, are in some cases at least not 
found sufficient to neutralise the advantages of producing even 
at the distance of a great semicircle of the earth’s sur&ce from 
the consumer. 

§ 8. The wonderful development and spontaneous oiganisa- 
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tion of industries, which we have just oeen contemplating, would 
not have taken place without a corresponding and simultaneous 
development in two other fundamentally important aids to the 
efficiency of labour, which we must now expressly notice. We 
may take, first, the one of which we have alre-ady had occasion to 
speak; the growth of man’s knowledge of the external world, 
and also of his ingenuity in applying that knowledge, which, 
when combined, constitute what we call the “progre^ of in- 
“ vention.” So long as invention was comparatively undeveloped, 
the extent of profitable co-operation, within the range of, each 
particular industiy, was closely limited: since so long the 
processes of production are simple and rude, the economic ad- 
vantages of bi'eaking them up into jmrts are comparatively 
soon exhausted: it is not till invention has rendei*ed these 
]:)rocc8sea elaborate tmd coinpliciited that the brilliant triumphs 
of “division of labour” can be won. On the other hand, 
as co-operation thixuigh exchange is developed, and the general 
demand for the priKluct of miy particular industiy extended, 
the field of the economic applic^ition of inventions is corre- 
sj)ondingly increased: it may not be possible to use costly 
machinery, however ingeniously adapted to its work, unless 
the demand for its products is sufficient to keep it in con- 
stant emplo 3 nnent. Division of labour, again, supplies more 
favourable conditions for invention, since, when the labourer’s 
attention is concentrated on a few acts, he is more likely to 
discover improvements in the mode of performing them' ; while 
at the same time his incn?ased skill renders him more qualified 
to profit by delicate and elaborate inventions. 

In considering Invention as a source of increased production, 
we must extend the meaning of the term to include all ex- 
pedients for saving labour or augmenting its utility; whether 
introduced in particular departments of industries, or in the 
great social organisation of industries uhrough exchange; and 
whether introduced with fall deliberation by single individuals, 
or through the half spontaneous and unconscious concurrence 

^ It Bhoold be observed that the most ntriking and (so to say) revolutionary 
improvements in industry have often been made by |>er8on8 of inventive genius 
not employed in the industry. But a number of smaller improvements, indivi. 
dually less noticeable but important in the aggregate, are continually suggested 
by workmen. 
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of many. In this sense the transition, in an early stage of 
social development, from barter to money may be spoken of 
as an invention of the greatest importance; and similaify any 
later improvements in the machinery of exchange, such as the 
substitution of a good |)a 2 )er currency for gold and the develop- 
ment of a good system of banking, or even the adoption of the 
decimal system of measurement. So again, we might reganl 
the system of Profit-sharing — if it should ever realise the hopes 
of its most sanguine promoters— an invention of first-class 
social utility ; and we may even now so regjxrd the remarkable 
economy of labour in the retail trade effected by the artisans* 
Co-operative Stoies in Great Britain; which, chiefly by an effective 
combination of the vantages of ready money payments with the 
advantiiges — ^gradually gained — of orgjinisation of business on a 
large scale, have in little more than 50 years accumulated some 
£20,000,000 of csipital owned by over 1,700,000 members. It 
should be observed, too, that many of the most useful improve- 
mimts in production at a jjarticular time and place are obtained 
by the application of inventions alrejidy known, but hitherto 
neglected from ignorance, inertness, or some other cause. The 
economic history of all countries affords abundant instances of 
this ; in recent times the introduction or development of systems 
of canals and railways in different countries are particularly 
im 2 )re 8 sive examples. 

There are important economic differences between different 
kinds of invention. In the first place, what is invented may be 
either a new instrument or merely a new process. In some 
cases a great improvement in the result attained by a given 
exj>enditure of labour may be effected by a new application 
of natural forces to produce a desired result, without the inter- 
vention of any new tools. The application of the sun and 
air in bleaching, and of fire in clearing land for cultivation, 
exemplify this first kind of invention. But it mostly happens 
that the new process discovered requires also new instruments 
or auxiliary materials which are themselves products of labour. 
In this latter case it is important to notice that the use of 
a more efficient instrument would not always involve a gain 
in the efficiency of labour on the whole : since the better in- 
strument might require more labour to make and keep in 
repair^ and it is possible that this extra labour might be 



CHAP. IV CAUSES OF VARIATIONS IN PRODUCTION 


125 


more productive if applied in some other way. Thus an in- 
vention technically successful may fail economically. 

Btft further, even when invention has shewn the way to 
a manifest increase in the productiveness of labour by the 
adoption of a new process, it may still be impossible or in- 
expedient for the labourers to adopt it. For the new process 
may involve the use of costly instruments or m increased delay 
in producing the desired result; and the labourers — or those 
who purchase t^eir labour — may be unable to buy the instru- 
ments or unwilling to submit to the delay. Or again, the new 
instruments may require other instnimenta or materials to 
make them at all, or to make them economically; and the 
workers may not be able to prtxiure these. In cither case 
we should ordinarily describe the obstjuJe by sjiying that the 
invention was not ciirried into eflFect for want of Capital. We 
are thus led to what economists have commonly held to be the 
most important source of increase in the efficiency of labour; 
namely, the accumulation of Ciipital. Unfortunately, this cai'- 
dinal term is used variously and often ambiguously by different 
writers; and, as we shall sec, it has to be used differently 
for the purposes of different economic inquiries. Hence* it 
seems desirable, before we proceed further, to obtain a cletir 
view of the different conceptions which the term represents, 
and of their mutual relations. 



CHAPTER V. 

CAPITAL. 

§ 1. The tcnns Value and Wealth, which we have in 
previous chapters attempted to define, arc in the fullest sense 
comiiion tenns : that is, they enter habitually into the ordinaiy 
thought and speech of all civilised men. “Capital” on the 
other hand is, when the scientific economist first begins to deal 
with it, already a senn-technical tenn; being habitually used 
not by men genemlly in thtjir ordinary thought, but by men of 
business and othem when discussing industrial matters. The 
meaning, howcjver, that it has thus acquired is not that which 
is adapted to the n(?ed8 of the present investigation. For the 
man of business means by “ Capital ” wealth employed so as to 
bring its possessor a suiplus, which we may call in a wide sense 
“profit”* ; but it is obvious that wealth may yield a surplus to 
the individual owning it, even when, fnnn the point of view of the 
community, it ip wjisted without return — as, for example, the 
money that a usuivr lends to a spendthrift. Such money is pn> 
j)erly regarded as a portion of the aggregate capital of individual 
members of the community, when — in the Theory of Distribu- 
tion — we consider the return to capital as fletermined by supply 
and demand*; but it is clearly not a part of the “ social ” capital 
with which we are concerned in the Theory of Production. 

We have, therefore, to modify considerably the current 
notion of Capital in .adapting it for use in the Theory of 
Production: and the difficulties which arise in regard to the 

1 It is oonvenient here to use the term ** profit” in a wide sense, so as to 
include the interest ” on money lent, as one species of profit. See next chapter, 
page 162. 

* Cf. 0 . Yi. § 3 of the foUowing Book. 
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deftnition of capital — so far as they are not caused by an 
erroneous analysis of economic facts — are due to the different 
ways in which it is possible to modify the current notion, and 
the fact that the differences have not alwa3rs been brought into 
clear view. 

To avoid these difficulties as far as possible, let us begin by 
asking what exactly is meant from the point of view of the 
individual capitalist, by “wealth employed to bring a profit.” 
It does not mean that the wealth is necessarily in the form of 
instruments or materials for making new wealth, or in the fonn 
of food, clothing, &c., for the labourers who are using the instru- 
ments: for it makes no difference to the individuars income 
whether his wealth is used productively or unproductively, so 
long as he gets his profit. What is meant is that the individual 
is using his wealth — either 2>ersonally, or by lending it to others 
— in such a way that he continually finds himself possessed of 
the equivalent of what was originally devoted to such use, to- 
gether with some {idditional wealth; this additional wealth 
Ixiing what is called profit. Or, more pn^cisely, we should say 
that the hope of finding himself possessed of this jirofit is his 
motive for thus using his wealth; since we should agree 
that capiUil does not lose its e^ssential characteristics by 
becoming actually profitless. We have, therefore, first to 
ascertain what portion of a man’s wealth is being emjiloyed 
with the aim of making its owner continually richer; and 
then to distinguish the capital from the pn)fit. In the ause 
of wealth that has been lent to some one else, there is of 
course no difficulty; {is the sum which the debtor jm-ys for 
the use of the wealth is clearly profit, {uid the sum which 
he is bound to replace clearly capital. And the line drawn 
in this case can be ideally extended to include the cast* where 
the wealth has been spent in purchasing a perpetual annuity ; 
for though here there is no one under leg{il obligation to 
j)ay at any fixed time an equivalent fi^r the principil, still 
{ictually the annuity can be at any time sold at its ^larket 
value, so that we may regard this possible price as the capital. 
In this case, however, the price at any time may be less or 
more than the sum originally spent; and, therefore, in calcu- 
lating profit we have to subtract fix)m or add to the sums 
annually received a sum sufficient to compensate for the 
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difference. A rather more difficult question arises when we 
consider the wealth of a man employed in business. A good 
deal of it is, of course, clearly capital. “ A manufacturer, for 
“ example, has one part of his capital in the form of buildings, 
“ fitted and destined for carrying on his branch of manufecture. 
“Another part he has in the form of inachineiy. A third 
“ consists, if he be a spinner, of raw cotton, flax, or wool ; if 
“ a weaver, of flaxen, W(K)llen, silk, or cotton thread ; and the like, 
“ according to the nature of the manufeicture But it is not 
quite so clear how we are to regard the money that he keeps 
uninvested, or the finished goods that he has in his warehouses ; 
for though he will partly employ the former, and the proceeds 
of the latter, in paying his workpeople, replenishing his stock of 
materials, repairing or rephicing his buildings or machinery, he 
may also employ part in 8uppl3dng luxuries to himself tmd his 
family*. As regards the money that the capitalist keeps unin- 
vested, the solution seems to be that whatever pirt of it is held 
to be required for current use in his business, should be regjirded 
as capital. It may not be always ]r)ossible to detennine with 
certainty how much this is; the capitalist may not know exactly 
what money he keeps for business purposes and what for private 
consumption; and if he does not know, it is not easy for any 
one else to decide. But for purposes of general reasoning we 
may ignore this slight margin of uncertainty and suppose the 
line between the two portions clcai’ly drawn — as it would be by 
a careful man of business — and regard the money that is kept 
for current use in business {is a pirt of the owner’s ciipital. 
His stock of finished goixls, again, so long as it remains unsold, 
is oopital ; but cjxpital, if I may so say, pregnant with profit ; 
the grtiater part of its value is of course merely an equivalent 
for the viilue of the materials spent in producing the goods, 

^ J. 8. Mill, PoHtical Economy, I. c. iv. § 1. 

^ MilFs view in that this question mast be auRwered by conHidering what the 
manufacturer intend* to do with his money, and with the proceeds of his goods 
when he has sold them. **The diHtinction between capital and not-capital lies 
** in the mind of the capitalist — in his will to employ wealth for one purpose 
** rather than another.” I agree that we should take the intention of the owner 
of wealth, rather than tlie conHequenccR of hiR actR, to determine whether that 
wealth is or iRnot capital; but it is, 1 think, more according to analogy to 
regard the wealth as becoming capital, not when the owner’s intention is formed, 
but when it is executed ; that is, not when the wealth is destined ” for profit- 
able employment, but when it is actually used for this purpose. 
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the- wear and tear of the instrumentR tised, the wa^es of the 
labourers employed, and other incidental expenses of produc- 
tion ; but, so long as the industry is prospering, there is always 
a surplus which should be viewed as potential profit, to become 
actual when the goods are sold. 

§ 2. In any case, when we are defining capital firom the 
individual’s point of view, we must reject as too restricted the 
definition of capital adopted by Ricardo, James Mill, and others, 
which states it to consist of “the food and other articles con- 
“sumed by the labourers, the raw matcirial on which they 
“ operate, and the instruments of all sorts which employed 
“in aiding their labours Fnnn a social point of view the 
line drawn by this definition is very imj)ortant, by whatever 
term we may decide, to express it: but obviously, finished 
goods that are luxuries, and so cannot be regjirded as a ne- 
cessary jMirt of the consumption of producc^rs, for example, 
stm'ks of gold-lace, champagne, velvet, &c., neverthehiss form 
some part of the wealth employed, and successfully employed, 
for a profit by mjmufiicturers .and tniders. 

Further, from the same point of view the definition of capitfil 
would seem clearly to include land Jis Ircung, to a gre.at exterfk, 
wealth employed so as to obtjiin profit for the individual owner 
or tenant ; hence it is rather surprising that English economists 
generally agree in making jin unqualified separation between 
land and capital®. Partly, perhaps, they may have been uncon- 
sciously influenced by the older “ mercantilist ” view of capital! 
(still lingering in common thought «ind discourse), which con- 
ceived it by preference as money : since land is the one kind of 
wealth which — even when the Mercantile System w«is in fullest 
sway — was always broadly distinguished fmm money. The 
mode, however, in which, for the most pirt, they have formally 
tried to distinguish capital from hmd, is by introducing a new 

^ James MiU, Elements of Political Ecofiomy, o. i.; cf. Bicardo, c. v. 

° In c. VII. of the following Book, 1 shall examine the grounds for this 
distinction between capital and land in the theory of distribution. Here 
I will only point out that in considering the various industries in which land is 
employed, it would often be equally unusual and inconvenient not to be able to 
speak of the producers as having a certain portion of their capital in the form of 
land. Take, for instance, the case of a railway company; it is manifest that 
an important part of the real wealth represented by the nominal capital of the 
company consists of the land on which the lines run. ^ 

8. P. E. 
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characteristic into the definition of capital; that namely of 
being the “ saved produce of past labour/’ But the distinction 
can hardly be thus justified fi^m the individuars point 6f view, 
when it has once been admitted that the definitions of ^*in- 
" dividual’s” and “social” capital do not coincide; for there is 
much other capital that has not been created by the labour or 
the saving of its possessor, and it cannot matter to him whether 
or not others have laboured or saved to produce it. 

Even when we turn to regard capital fixjm,the point of view 
of the community, if we define it merely as wealth employed 
productively — i.e., in adding utility to matter — we must of 
course include land as the great primary instrument and source 
of materials for human industry. But this definition is not the 
one most suitable for the puiposes of the present discussion. 
If we are to consider capital as an aid in the application of 
mans labour to his material environment for the satisfaction 
of his wants, we clearly cannot define the term so as to include 
this environment itself in its unlaboured condition ; and we must, 
therefore, restrict it to such utilities — whether attached to land 
or otherwise — as result from the modification of the environ- 
ment by human labour^ Among these utilities we must cer- 
tainly include in capital from the social no less than from the 
individual’s point of view those embodied in the finished pro- 
ducts of which I before spoke. For we have seen reason to 
extend the tenn Pn)d action to the whole process of conveying 
wealth into the hands of the consumer; and it is evident that if 
champagne and velvet are to form part of the produce that is 
annually consumed, the whole aggregate of wealth employed in 
the process of “ producing ” it must always include a certain 
amount of champagne and velvet ready for sale, in the hands of 
wine-growers, manufacturers, merchants, and retail traders. 

§ 3. In the last paragraph 1 applied the term “ capital ” to 
the utilities resulting from labour embodied in w'hat are 

^ Accordingly the continual adaptation of the earth to human uses, which in 
the preceding chapter has been stated as one of the conditions of increasing 
production, is to be regarded as an accumulation of capital. 

In accepting the proposition that capital is the result of labour, I must 
guard myself from being supposed to accept implicitly the doctrine that the 
Talue of capital or of other wealth is dm solely to labour. As we shall here* 
after see, there are oases when the labour employed is insignificant compared to 
the value of its product. 
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commonly called “products” rather than to these “products” 
themselves. And this seems to me the most proper use of 
the term, though custom and convenience render it undesirable 
to adhere to it strictly; since if we deiine capital so as to exclude 
land, in its unlaboured condition, consistency requires us equally 
to exclude the rnaUer of all movable wealth — as distinct fix>m the 
new relations of that matter due to human volition. We must 
now observe that the results of past labour — such as the labour 
of a consulting chemist whose advice is taken on the processes of 
a manufacture — may be as permanently productive as the labour 
of manual workers ; though we could hardly 8a,y that the results 
of the chemist’s work were “embodied” in the plant of the 
manufacture ^ Still less should we sttiy this of the labour of 
the lawyer who defends a railway pniject before a Parliamentary 
Committee, or of the “ promoters ” who float the shares of a new 
compimy ; yet if the emplo 3 rment of this labour is either abso- 
lutely indispensable, or is the most economical mode of starting 
the new business, the mere immateriality of its results seems 
fui irrelevant reason for establishing a distinction between 
it jind the labour spent in the physical construction of th^ 
instruments used in the business. When we sisk what the 
shareholders have got for the money paid up, the complete 
answer is not given by enumerating the buildings mid in- 
struments ; we must add that — ^through the laboura of law;)"ers, 
promoters, ^c. — they have got a working concern ; and if the 
concern is a profitable one, we have just Jis much ground for 
including the immaterial part of its construction in the capital 
of the community, as we have in the case of the material part. 

This leads me to consider a source of profit, noticed in 
a preceding chapter, which exhibits the immaterial results of 
labour and exjienditure as still inoro cleai-ly separate fnuii any 
material capital than in the cases just discussed. I mean the 
saleable article, called “ goodwill ” or “ business connexion.” 
Let us take for example, the business of publishing a news- 
paper. The sale of a newspaper when it first starts is ordinarily 
so limited that its proceeds do not repay the current expenses 

^ It is not eaxy to draw a clear line between the results of labour that are, 
and those that are not, ** embodied” in matter; and I have not thought it worth 
while to complicate the discussion by trying to draw it exactly, since the drifs of 
my argument is that it is manifestly unimportant. • 

9—2 
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of production; so that the business has to be carried on for 
some time at a loss. Hence, in order that the undertaking 
should be on the whole a profitable one, it is necessary that 
the proceeds of the sjile should ultimately be sufficient to pay 
profit, not only on the material capital actually employed in 
production, but upon all the wealth and labour that has been 
Spent without return in the earlier years of the undertaking. 
The business may be regsirded as having capitjil sunk in it, 
which would be recovered in its price, if it • came to be sold ; 
though it is actually represented merely by a certtiin habit 
of purchasing the newspaper that exists in the community 
at large. This potential price is properly reckoned as part 
of the wealth and ciipitjil of the individual owning the busi- 
ness; and so far as the establishment of such habits of pur- 
chiising are useful to the community — ^but only so far — we may 
also rt»g{ird them Jis a part of “ social capitfil.” 

A striking example of the definite value of this source of 
pn:>fit is furnished by the business of banking. A banker’s 
profit is largely derived from the tiuut consent of the coin- 
jnunity to use his obligations to ptiy money on demand as 
a medium of exchange, equivalent to a(5tual coin. In ordinary 
times, until a run on the bank occurs, these obligations are 
transfeiTed from one customer to another, without payment 
being exacted. Hence, though in estimating the banker’s 
wealth these obligations would be reckoned on the negative 
side, still, so long as he is not required to meet them, he is able 
to ttike *18 profit the whole or part^ of the interest which he 
rew^ives on the we^ilth, elsewhere invested, by which he would 
meet his obligations if required. Thus he may be only just 
solvent, and yet be, so long as his credit lasts, a wealthy man. 
This fact, I conceive, is what is meant by saying that the credit 
of such a bank is a part of its capital ; and the expression seems 
to me legitimate, provided we are careful to point out that such 
capital is of fragile nature, liable to sudden destruction in case 
of a panic. And, as we saw, there are strong reasons for re- 
garding bankers’ credit generally as an addition to the resources 
of the country; since the country gains by means of it a medium 
of exchange, which it costs veiy little to produce and maintain,, 


^ Part only, if he has to pay interest on the money that he owes. 
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useful than coin\ 

§ 4.* We thus see that the results of labour may persist 
in various forms — material and immaterial — which we may call 
“ investments ” of capital : and in following the normal process 
of any manufacture, wo can observe how at each stage of the 
process a considerable portion of the capital employed changes 
its form, passing from raw material to half-finished products, 
then becoming goods finished and read)’^ for sale, then through 
sale turning into money and so into raw material agiiin. The 
question is thus suggested whether the productive skill, that 
results from wealth laid out in eductition and is an indispensable 
factor in the production of now wealth, is to be classed among 
the forms in which capital may exist. I have already pointed 
out that such skill, not being transferable, lacks one of the. cha- 
rjicteristics that common usage regards as essential to wealth. 
Still, it is evident that the wealth sj)ent in pix>diicing such skill 
may be as profit*ably employed, both for the individual and 
for the community, as if it were invested in infinim .te instru- 
ments; and if this outlay has been incurred with a view to 
gsiin, I think we should regard it as a form of iiivestment rtf 
capital; though it will be well to denote its results by some 
such tenn as “ personal capital,** to express their peculiar cha- 
Ricteristic of non-transferability. 

Similarlj^ we might extend the tenii Capital to include all 
the wealth consumed frem infancy upwaixls by productive 
workers, so far as it has been serviceable in developing or 
maintaining productive qualities — physicjil strength as well as 
skill ; and we might regard the productive vigour that results 
from this consumption as a form in which social capital is 
actually existing. And if we define capit^il, from a social jioint 
of view, merely as wealth employed so as continually to re- 
pi*oduce itself with a (social) profit, we ought in consistency 
to take this view. I think, however, that for the purpases of 
the Theory of Production we usually require a more restricted 

* It may be urged that the credit that is the immaterial source of this useful 
commodity ie not the result of labour: but a man cannot get his obligations 
currently accepted as a medium of exchange, unless he goes into banking as 
a businesB ; and a banking business cannot be created at one stroke, or unless 
the place and time for starting it be skilfully selected, nor can it be maintained 
without careful management — not to speak of the labour of subordinates. ^ 
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conception of capital: we have to consider it as a joint 
factor with labour in social production, by the aid of which 
the labourers of the community are enabled to produce more 
than they would otherwise do ; and in order to keep this view of 
it clear, we have to maintain the distinction between capital and 
labourers, just as we have to maintain the distinction between 
capital and land — or man’s material environment — in its un- 
latoured condition. For this purpose, therefore, we must regard 
as social capital not all the results of labour that are employed 
so as to produce a social profit ; but only such results as would 
not exist in their present form, or would not be used in their 
present maimer, except as a means to this end. On this view 
it is only so far as the labourer’s consumption is distinctly 
designed to increase his efficiencjy, that it can properly be 
regarded as an investment of capital. No doubt, if an in- 
dividual adopts a more expensive diet in order that he may 
be enabled to work harder without injury to health, the 
increase in his expenditure thus caused is for all economic 
purposes similar to outlay on fuel or other auxiliary materials 
in a manufacture. Similarly, if statesmen or philanthropists 
aie considering the desirability of measures tending to increase 
the labourers* share of food, clothing, house-room, fec.^, they may 
fairly recommend this outlay as having the essential character- 
istics of an investment of capital for the commimity, so far as 
it may be reasonably expected to lead to more vigorous and 
effective labour. But, genenilly speaking, we must, I think, 
regard the consumption of produce, for the preservation or 
enjoyment of life, as the final end of the series of changes that 
make up the process of production; and accordingly must 
distinguish it broadly from consumption that would not be 
incurred, except as a means to further production ; treating 
as a gift of nature any undesigned gain in productive effi- 
ciency that may result fix)m it^ 

It is not of course denied that the products consumed by 
the labourers will, generally speaking, have previously formed 
part of the capital of individual capitalists. But, obviously, 

1 It most be admitted that social capital as above defined is something that 
we cannot measnie exactly. Bat it is in any case impossible to estimate other- 
wise than very roughly the amount of aid that the community derives from the 
resulte of previous labour. 
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they can no longer form part of the employer’s capital after he 
has exchanged them for the results of the labourer’s work, what- 
ever tHat may be ; for these results — in the form of extracted 
products, half-finished or finished goods, have become the 
new form of that part of his capital which, before the exchange, 
was in the form of money or commodities destined for wages*. 
Even if the labourers are fed at the capitalist’s own table the 
case is not substantially altered; only the Tnoment at which 
the food ceases to be employer h eapiUil is deferred until the 
time at which it is fictually eattm. 

§ 5. Here I may observe that there is something misleafling 
in the manner in which economists have spoken of capital aa 
being “ accumulated,” and at the same time have put forward, 
as the prominent and typic^U form of capital, the food, clothing, 
and other commodities which the labourer consumes. For 
though, as we have seen, there must always be a certain stock 
of such commodities, finished but undistributed, which forms 
a part of the capital of rminulacturers and traders; still the 
accumulation of capital, that industrial progress brings with it, 
does not, to any important extent, consist in an increase of this 
stock. Indeed, one of the economic advantages, which the 
improvement of the machinery for conveyance brings wdth it, 
lies in the diminution of the amount of these stocks which 
it becomes necessaiy to keep. What is really accumulated 
is mainly the results of labour in the form of what we may 
(!all genemlly instruments to make labour more efficient — 
including under the notion of instruments all buildings used 
in production, and all improvements of hmd. 

It may assist to make this clearer if we conceive the im- 
munity to be organised on a socialistic basis, its industiy and 
the actual distribution of its commodities remaining in other 
respects unaltered : that is, if we suppose the instruments and 
materials of production to be owned by a government, which 
from time to time distributes the finished goods among the 
citizens, giving to the rich the luxuries that they now enjoy, on 
account (let us suppose) of their superior deserts. Such a com- 

^ Some writers seem to me to faU into— or at least to suggest — the serioas 
oonfdsion of r^arding both the real wages of the labourer and the results of his 
labour for whi<^ these wages are exchanged, as being at the $ame time parts of 
the capital of his employer. 



136 


POLITICAL ECONOMY 


BOOKt 


munity, if governed with wisdom, and with due regard for the 
interest of posterity, would continue the accumulation of capital 
that is at present going on ; that is, it would allot a \*ertain 
portion of its produce to labourers employed in improving land, 
constructing railways, and other work yielding no immediate 
return of consumers’ wealth. But it would be obviously forced 
and inappropriate to say that the produce so allotted was 
"saved” or “accumulated” and to call it therefore capital. 
What would really be accumulated would ,be the railways, 
the machines, the additional productiveness of the land, &c. ; 
or, to put it generally, the intermediate i*esult8 of labour em- 
ployed for remote ends, so that a possible incre^ise in the 
immediate produce of consunie.ble commodities is sacrificed 
for a greater increase in the ultimate prcKluce. Thiit the 
increase must ultimately be greater, unless the capital is 
wasted, is of course implied in the conception of capital as 
auxiliary to labour. 

No doubt, in our actual individualistic society, this ficcu- 
mulation of instniments is brought about chiefly by the action 
of individual caj)italists ; who abstain fi*om consuming the whole 
of their profits, in order to get mon^ profit hereafter for them- 
selves and their heirs. Hence it is a, legitimate fiction to 
reganl them as taking a jjart of their share in the food, 
clothing, &c., that constitute the real wages of their labourers ; 
and to consider this accordingly as the |)rimaiy form in which 
capital always has existed, although the form in which most 
of it ultimately exists is, as we have seen, that of insti uments. 
But we must take care not to imply that all or oven a large 
part of capital could exist simultaneously in this fonn ; or that 
it would be no loss to the ctjinmunity if the capital in the form 
of instruments were destroyed, provided it were suppliixl — say 
^ from abroad — with an equal amount of capital in the fonn of 
the curnmt means of sustenance^ 

And we must bear in mind that the applicability of this 

^ No doubt the instrunientH could aU be made over again in time, provided 
the labourers could be supported while making them; but obviously their labour 
would be of greatly inferior efficiency during the period that would elapse until 
the instruments were made : hence we must regard the form ** instruments ” — 
in the extended sense before mentioned — as that in which the greatest part of 
capital must necessarily exist, if capital is duly to fulfil the function of increasing 
the efficiency of labour. 



CHAP. V 


CAPITAL 


137 


conception of the primaiy form of capital depends not on the 
necessaiy conditions of the production of wealth, but upon the 
actuaf conditions of its distribution. The essential point in the 
formation of aipital is the employment of labour for remote 
ends, not the saving of sustenance in order that it may be 
employed as the real wages of hired labourers ; and a good deal 
of the actual ca])ital of any civilised community, for example, 
roads and bridges, while it is the result of labour diverted from 
the supply of imnie<iiate needs, hiis not been produced by labour 
hired with a view to prt)fit. At the same time, it should b«» 
clearly recognised that in the existing economic condition of 
society the emi)loyment of labfuir in making instruments is 
princijmlly due to the voluntary action of i^ensons who, having 
the altemativi^s of “siiving” and “ st^mding ” * presented to 
them, prefer the former; and a fundamentally imj^ortant jmrt 
of the process initiated by their “saving” consists in the 
transfer of focwl, clothing, &c., from the stocks of traders to 
labourers, in leturn for the transfer to their employei’S of the 
results of their labour. 

§ 6‘. So far, in speaking of capital 1 have only had in 
view what in a previous chapter I have called “pnxluceiV 
“ wealth ” : that is, I have implicitly followtHl Adam Smith* in 
distinguishing from cjipital that portion of the “geneml stock 
“ t)f any stxiiety ” which is “ reserved for immediate consumption, 
“but not yet entirely consumed,” on the giDund that it “does 
“ not affonl a revenue or profit.” The distinction is obvious, and 
should be continually ki*pt in view; but reflection will, I think, 
shew that it. is less fundamentsil than is commonly supposed. 

This will be most eiisily seen if we begin by considering the 
class of products which we have already distinguished as “durable 
“consumers’ wealth” — houses, funiitun*. Such things, says 
Adam Smith, may yield a revenue to their owner, if they are 
let or hired out, and so “ serve the function of a capitsd to him,” 
but they cannot yield any revenue to the community ; they are 
gradually consumed without replacement, whei*eas the capital 
employed in production, if prudently invested, is continually 
replacing itself with a profit. But it will ap})ear I think, on 
closer examination, that the notion of “ wealth replacing itself 

^ That is, spending in luxuries for themselves or their families. 

* ^Vtalth of Nations, Book II. c. i. 
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“ with a profit ” is ambiguous, and that so far as it is applicable 
to (at least) a large part of the capital employed in industry, it 
is no less applicable to the durable consumers’ wealth that I am 
now considering. For at least a large part of the wealth 
employed in production — namely, all instruments and auxiliary 
materials employed in the production of luxuries, and even 
products consumed by labourers if engaged in producing luxuries 
— can only l)e said to '' replace itself with a profit ” in the sense 
that the consumable utilities which it is the means of producing 
have a higher exchange value than the wealth destroyed in pro- 
ducing them — so that a portion of the price of the produce is 
sufficient to compensate for the consumjition of materials and 
the deterioration and depreciation of instruments. And in this 
sense the wealth invested in a house may with equal truth 
be said to replace itself with a profit ; for if we value the 
annual use of a house at its market-price, we shall find — 
if the house has been economically purchased — that after 
subtracting ordinary interest on its original price a sufficient 
quantum of value will nunain to comj)en8ate for its deterioration. 

In short, the essential characteristic of the aid that capital 
in *the form of instruments gives to labour is that, by inter- 
posing jui interval of time between the ai)plication of labour 
(ue., of the labour spent in milking the instniment) and the 
enjoyment of its result, the utility produced is ultimately 
greater than it would have been if the labour had been sjrent 
in some manner yielding more rapid returns: and this cha- 
rsicteristic is no less present in the case where a certain kind 
of utility — as that of shelter, &c. — can only be obtained by 
making a durable article that will be useful for many years^ 

^ So far as the alternatives of making a more or less durable house are 
presented, the question whether it wiU be economically advantageous to spend 
the extra labour required for the more durable building is clearly similar to the 
question that arises (as we have already observed) in considering whether an 
instrument that is undeniably useful is also profitable; we have to consider 
in either case whether the additional utility is worth purchasing at the price of 
the additional labour, taking into account the time that must elapse between the 
application of the labour and the consumption of the utility. No doubt up 
to a certain point these alternatives are not presented ; there is an irreducible 
minimum of durability which a house must possess, in order that the utilities 
derived from it may be obtained at all : but a similar irreducible minimum is 
found in the case of producers* wealth— -we cannot have com at all without 
some kind of plough. 
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And the same may be said of all durable products from which 
we expect to derive continued or repeated utilities in the 
future; the thing itself in relation to its future utilities has 
the essential characteristics of capital. The difference between 
the case of wealth that is employed and valued as a means 
of obtaining other wealth, and that of wealth from which we 
only expect future utility and which is only valued in view 
of produce to be hereafter enjoyed, is, as I have said, of 
gn.‘at importance : we may j)erhaj>8 rt^pnisent it by designating 
the former as “producers’ Ciipittil” and the latter us “con- 
“ Burners’ capital.” But in making this distinction we must 
benr in mind that many most imj>ortant instnirnents that 
are “producers* capital” fi-om the individual’s point of view 
are at letist partly “ consumers’ capital ” from the point of 
view of the community, — such as railways and steamships, 
so far as they carry tourists, and merely furnish the imma- 
terial commodity of a desired change of place. 

And fiirther ; even the consumei's’ stocks of fo(xl, fuel, and 
other things consumed in a single use, have in a c rtain sense, 
so far as their amount is economically regulated, the essential 
characteristics of capital. Such comrmxlities do not, indexed, 
usually increjisc* in utility by being kej>t, but are rather liable 
t<» deteriomtion : still, so far as they are prudently kept they 
save the labour of multiplied purchases and journeys which 
woidd otherwise be necessary. The keeping of such stocks 
is, therefore, as essentially a labour-saving ex|xjdient for the 
individual as the use of an instrument in production. The 
stocks in the hands of mtinufacturers and traders fulfil a similai* 
function for the community ; the socrial advantage of having 
more or less of such stocks is to be mojLSUFvd by the extent 
to which their existence either sixves the labour of sale and 
conveyance, or increases the utility of : he commodity by equal- 
ising its consumption, or renders tht* labour of manufacture 
more productive by enabling it to be more continuous and 
uniform, and organised on a larger scale, than w-ould other- 
wise be the case'. And as we sjiw, it is only so far as they 

' Here too there is an irreducible minimum. Corn and other agricultural 
products must be kept between one harvest and another, in order that they may 
be continuously consumed: and in other cases we should often have to go 
without things altogether, if there were no stocks. 
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are thus useful that the community gains from the “accu- 
“mulation” of such products. 

It would seem then that the term " capital,” in its scientific 
application, is most appropriately used to express an aspect 
which all accumulated wealth presents — so far as it is pro- 
duced and used with due regard to economy' — up to the very 
moment of consumption: as being, namely, the intermediate 
result of labour expended for the sake of future utility which, 
when realised, is in some way or other greater, in consequence 
of the postponement in its realisation, than it would otherwise 
have been. 

§ 7. Hence, when it is said that, in a given society at a given 
time, an invention tending admittedly to render labour more 
productive cannot be carried intb effect for want of capital, 
the essential fiict implied, from a social jx>int of view, is tHat 
the comm uni t}’^ cannot or will not sj)are the required labour 
from work more immediately — though less ultimately — pro- 
ductive. In our existing societies, howevei*, the future gain of 
labour thus spared for the milking of new cajutal d(KJS not 
usually accrue to the laboui*er personally; but to othei*s who 
pu^'hase the results of his labour with money which might 
have been employed in purchasing an equivalent amount of 
directly consumable commodities, and who are, therefore, said 
to “ save ” whatever addition is thus made to the real Ciipital 
of the community. 

Though, Jis we saw in the preceding chapter, the progress of 
invention — including the developments of the great system of 
co-operation through exchange — does not necessarily increase 
the need of capital, it has, on the whole, tended continuously 
and decidedly in this direction : the increase in the amount of 
consumable commodities obtainable by a given amount of 
civilised labour has been attended by a continual increase in 
the amount of real capital required to furnish these com- 
modities to the consumer. And since, further, one feature of 
this progress has consisted in the organisation of businesses — on 
the whole, though with important exceptions — on a continually 
increasing scale, the capital has been required in continually 

^ It shonld be admitted that thiH aspect is actually presented, for the most 
part, in a less degree by consumers’ capital than it is by producers’ capital; 
inasmuch as the former is commonly managed with a less strict regard to 
economy. This difference, however, is by no means universally to be found. 
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larger masses under single management. This aggregation 
of capital has been partly brought about by the successful 
industry of capitalist employers, who have extended their busi- 
nesses by means of their own increasing wealth : but to a large 
extent the new capital has resulted from the savings of persons 
who either have not been employers of capital to any extent or 
have been unable to employ it profitably in their own busi- 
nesses. In this case the capital has been chiefly collected 
either (1) by borrowing — largely through the medium of banks 
— or (2) by the union of several small portions of capital in 
joint-ownership, mainly on the basis of limited liability. In 
both these ways vast masses of Ciipital have been phiccjd in the 
hands of persons better able than theii* owners to employ them 
productively, and industrial enterprise has kien greiitly pro- 
moted; but with the serious drawback that the employers of 
other peoples ciipital have less motive for using it skilfully 
and carefully than they would have if they owntnl it. This 
drawkick is specially important in the case of joint-stock 
compmi€*.s; as persons who fonn these are, for the most part, 
industrial experts obtaining capital fi’orn non-experts ; whereas 
piYKlucc'rs who have obtiiined loans or discounts from banks — 
while substantially they may be regfirded fis employing capital 
belonging to the depositors and note-holders who are the 
cn^ditors of the banks — ^yet do this through the intervention of 
I)er8ons professionally concerned to refuse reckless or untrust- 
worthy borrowers. Accordingly, the loss of Ciipital through 
reckless or unskilful management on the jwirt of joint-stock 
comjianies tends to be considerable ; — not to speak of the oppor- 
tunities that they have afforded for the deliberately fraudulent 
ficquisition of wealth under the pretext of productive enter- 
prise. Still, however the balance of disadvantages and ad- 
vantiigcs may lie as regards businesses of smaller dimensions, 
at any rate the capital required for the great enterprises of 
modem industry — such as canals and nulways, water-works and 
gas-works, and the modem developments of banking — could 
hardly have been brought together except by some form 
of joint-ownership, and consequently delegated management; 
whether the joint-ownership be that of a voluntary association 
of individuals, or of the compulsory association which we call 
the state. • 



CHAPTER VI. 

LAWS OF PRODUCTION. 

§ 1. In Chapter iv. we were occupied in surveying the 
causes of variation in the productiveness of labour in different 
ages and countries. We first distinguished and briefly analysed 
the conditions of man s material environment that are &vourable 
or adverse to production ; and noted the differences — whether 
original or superinduced by human laboui* — in the adaptation to 
human uses of the portions of land inhabited by different com- 
munities, and their bordering or intersecting rivers and seas. We 
thdh passed to consider the causes of variation in the quantity 
and quality of labour performed, in proportion to the number of 
the poj)ulation supported by it. We observed the important 
modifications in both quantity and quality due (1) to the vaiy- 
ing physical conditions of the labourer’s existence, and (2) to 
the varying strength of his motives for work. We analysed the 
complexity of the elementary impulses that constitute the 
“ desire of wealth ” for self and family which is undoubtedly the 
mainspring of industry in our actual societies ; and noted the 
manifold and complicated ways in which the strength of this 
resultant impulse tends to be modified by the degree of civilisa- 
tion, the political structure, the moral state, the customs and 
prevalent opinions of any community considered as a whole, or 
again by the moral and social influences predominant in special 
classes; and especially by the varying extent and manner in 
which the industrial organisation maintains the correspondence 
of reward to exertion. We then examined this industrial 
organisation in another aspect, analysing the advantage ob- 
tained by the combination of labour, — that is, mainly by the 
division of employments, — and noting the attendant drawbacks. 
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We further observed the striking variations in the efficiency of 
labour that are due to intellectual conditions ; partly to dffier- 
encesin the average technical skill of the individuals actually 
working; still more to differences in the development of the 
industrial arts — ^through invention — in the community as a 
whole. Finally we have dwelt on the importance of capital; 
considered either in the concrete as (mainly) an already accu- 
mulated stock of instruments auxiliary to labour, or more 
abstractly as the power of directing labour to the attain- 
ment of greater but remoter utilities, through the control 
over the produce of labour possessed by the owners of ac- 
cumulated wealth. 

We have now to consider how far we can establish impor- 
tant general propositions as to the extent to which these 
different causes operate. It is to such pi-opositions that I 
have desired to restrict the tenn "Laws of Pnxluction.” In 
a wider sense the mere statement of a cause of the greater or 
less productiveness of labour might bo called the statement of 
a Law of Production ; but the description would hound some- 
what ambitious, and economists who have propounded such 
" laws ” have ordinarily been understood to imply b}^ the tenn 
some definite knowledge as to the quantity of effect to be 
attributed to one or more of the different causes determining 
production. It should be observed, however, that the pro- 
positions thus denoted belong to two veiy different classes; 
they may be (1) abstract and hypothetical, or (2) concrete 
and positive. That is, they may either stiite (1) the amount 
of efiect that any cause, supposed to be given in quantity as 
well as quality, would pro<luce under certain supposed con- 
ditions, or tends to produce under actual conditions so far as 
it is not counteracted or modified by the oj)eration of other 
causes; or they may state (2) to whut extent any jwirticulai’ 
cause has been found, or may be expected, to oi>erate either 
in human communities generally or in the int>deni civilised 
societies with which we are primarily concerned. The im- 
portance of maintaining the essential difference between these 
two species of laws will appear in the course of this chapter. 

§ 2. Before, however, we proceed to examine in detail the 
chief laws (of either kind) that have been propounded by econo- 
mists, it is necessary to recall those limitations to the possibility 
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of exactly measuring the productiveness of labour, which our 
previous discussions on the measure of value and wealth h«f# 
led us to notice. We saw that so far as the commodities' which 
are consumed in different communities — or in the same com- 
munity at different times — are different in kind, a comparison 
between the different amounts of produce in the two cases 
respectively must necessarily reduce itself to a rough balancing 
of utilities; and that even if the commodities are similar in 
kind, but are prcnluced under such different conditions (of 
demand, supply, &c.) in the two terms of the comptirison as to 
vary materially in relative value, this variation introduces an 
irremediable element of inexactness into any quantitative 
comjianson of thi^ two aggregates of wealth thus variously 
composed. 

These inexactnesses are not genenilly of material importance 
when we aR^ considering changes in the amount produced by any 
community at shori intervals of time, or are comparing neigh- 
bouring countries similar in industrial and climatic conditions; 
but they may easily become veiy considenible when we are 
tiying to deal with secular variations, or to include remote 
countries in some wide generalisiition. 

We sjiw further that, even if our result weR‘ free from this 
source of inexactness, it would still have no real significance, as 
an answer to the question which prompts us to make the com- 
parisijii, if there are any mjirked differences in the primaiy 
needs of the different sets of human beings whose wetilth we 
are comparing. And when we consider the needs of labourers 
as such we see that these needs vary with the labour required 
of them: and hence that we may measure their productive 
efficiency either by the total value of the commodities produced 
or by the excess of this over the value of what they con- 
sume so far as this consumption contributes to efficiency^ 

^ As we have already had oooaaion to observe, no sharp line can be drawn 
between necessary and superfluous consumption. There is a broad margin 
of expenditure which increases the productive efficiency of the persons who 
benefit by it, though not sufficiently to make the resulting increment of produce 
balance the expenditure. 

The exact limits of this margin seem to me very difficult to ascertain. 
Who shall say precisely to what extent the stimulating food and drink, com- 
modious dwellings, expensive amusements enjoyed by the best paid class of 
skilled workers (barristers, physidans, men of busmess, <kc.) contribute to the 
more effective performance of their functions ? 
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The latter measurement is suggested by the analogy of 
tjj^instruments — especially the living instniments — employed 
by the* labourers; since in measuring the productiveness of 
useful animals we should always consider not their gross produce 
but their net produce, after subtracting the value of the food, 
&c., consumed by them. The analogy is too obvious and ir- 
resistible to be ignored ; and we must admit this measurement 
of the productive efficiency of labourers as valid for some 
purposes ; for instance, any employer who undertook to feed his 
labourers would rightly use this measurement in reckonings of 
his private business*. But, for the reason given incidently in 
the preceding chapter, it is not, I conceive, the measurement 
normally applicable in our present consideration of the matter 
from the point of view of the community ; so far, that is, as the 
additional consumption which causes the additional efficiency 
is held to be d^irable, in itself or in its results of bodily or 
mental vigour, as an amelioration of the labourer’s life and, 
therefore, as an element of the ultimate end to which the whole 
process of production is a means. I shall accordingly in the 
present chapter mean, by the ‘"produce” of which we are to 
examine the laws, the gross product* of consumable cx)mmc^ 
dities ; including along with this whatever new capital may be 
brought into existence within the perii)d under consideration. 
This latter must obviously be taken into account ; as it would 
be absurd to regard the productiveness of labour, at any given 
time and place, as affected by the question whethejr the utilities 
resulting from it are immediate or reinote®. 

Let us then, tjiking in order the conditions of greater or less 
production which have been above enumerated, consider how 
far we ciin lay down laws as to the extent to which these con- 
ditions either (1) are actually found or may be expectcnl to 
operate in increasing or diminishing pixxluce, or (2) would 
operate in the absence of counteracting causes. 

> It Rhoald be observed that in the osloalations of private employers a 
different measarement again has commonly to be applied ; the value of what the 
labourer produces has to be compared not with the value of the materials of his 
necessary oonsumption, but with the wages tliat he is willing to take. 

’ A certain amount of error, as was before noticed, may be introduced by 
including new “ producers* wealth,** reduced to a common measure with directly 
consumable commodities by the standard of exchange value; but this element 
of possible error is not important for our present purposes. 

B. P. E. 
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The first class of conditions examined in Chapter JV. have 
not — with one important exception^ — ^been thought to afibrd 
material for the statement of any general economic laws in the 
sense here explained. In the economic histoiy, even in the 
social and political histor}% of the human race, it is doubtless 
indispensable to note the different advantages and opportunities 
for production (including trade) presented by different countries. 
Thus the historian will point out how the s|>ecial fertility of 
plains watered by large rivers, and the facilities of conveyance 
afforded by these riveis, furnished the decisively favourable con- 
ditions for the early establishment of large societies in China, 
Bengal, Mesopotamia, and Egypt; how, again, to the oppor- 
tunities of communication pn>vided in peculiar abundance by an 
inland sea studded with islands and invtwled by peninsulas, may 
be attributed that development of trade in the Aegean and the 
Mediterranean generally which led to the Graeco- Koman civilisa- 
tion as one of its consequences. These and similar aper^ns sxro 
of great interest and imjR)rtance. But the diffei'ences in the 
advantages and dra whacks thus presented to human industiy 
by man s material environment are so various and complicated^ 
sftid change so continually as the ])owor of mankind to utilise 
advantages or overcome obstacles grows with the development 
of knowledge and of social organisation, that we cannot usefully 
attempt to frame any genenil and definite quantitative state- 
ments as to the various and chmigeful effect of these conditions 
on production. 

Again, the gradual changes that have taken place in the 
economic relation of man to his environment, through its adapt- 
ation by human labour, constitute, for the most jmrt, merely a 
special case of the aid given to labour by the accumulation of 
capital; and will be most appropriately examined later from 
this point of view. 

I pass, therefore, to consider, as causes of variation in amount 
of pn^uce, the differences that are found in the quantity and 
quality of labour applied, in proj)ortion to the number of the 
population consuming the pi-oduce. Let us take first the 
differences in quantity. Here I do not find that any economist 

1 I refer to the effect of limited space of land in diminishing the prodnetWe- 
ness of the labour of the community inhabiting it — as expressed in the Law of 
Diminishing Betums, discussed later on in this chapter. 
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ha8 thought it possible to lay down concrete laws as to the 
differences or probable changes either in the proportion of 
workers to non-workers in civilised societies, or in the average 
time for which they work. A small part of the veiy complex 
influences that we noted as detennining these quantities does 
|)erhaps admit of being prognosticated; we may predict, for 
example, that civilised society will become more definitely 
industrial than it has yet l>ecome in European countries, and 
thus the slight scicial discredit still attaching to labour will 
entirely die away ; but the nite of this change and the amount 
of effect it is likely to produce apjiear to be beyond ciilculation. 

Again, as reganls the abstract laws of the relation of 
“amount of produce” to “quantity of labour,” we have to 
observe that the obvious antbmetical law “the more work 
“th(j more wealth” has undoubtedly to be qualified by the 
empirical gtJiieralisjition that, after a certain point, any increase 
in the quantity of labour performed by man within a given 
time tends to Ix^ Jiccornpanied by some deterioration in its 
quality. But in the i)resent state of om* knowledg(‘ it is not 
possible, 1 conceive, to establish even an approximate numerical 
law connecting the deteriomtioii in <piality with the increase 
in quantity; and the relation between them would certainly 
vary considembly in the ciist? of dift'erent kinds of labour. 

§ 8. Here, however, it should be observed that it is not the 
proportion of lalxmr to the population supported by it that 
recent economists have usually considered, in investigating what 
they call the “ I.rfiw of the incre^ise of Labour ” ; but rather the 
increase in the total number of human beings in any cciuntiy. 
“ The increiise of lalxmr,” says Mill, “ is the incix'ase of man- 
“ kind ; of ix)pulation.” Still it seems clear that the determina- 
tion of the rate of increase in the numbei-s of a nation d(Xis not 
come prirnd facie within the general pi*oblem of Production as 
I, after Adam Smith, have stated it; for, as was said, we do 
not consider that a nation is richer or “better supplied with 
“the necessaries and conveniences of life,” because having 
more members to feed and clothe it produces pniportionately 
more food and clothing. It is, therefore, not primarily because 
the increase of a nation’s numbers involves an increase in the 
quantity of its labour, that we are here called upon to deal 
With the large controversy raised by Malthus’s famous Essay 

10—2 
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on Population ; but because of the relation which the Malthusian 
doctrine maintained between increase of numbers in a given 
country and decrease in the proportional productiveness of the 
correspondingly increased labour. Or to use the phrases that 
have now become iamiliar, the "Law of Population” chiefly 
interests us because it involves the “Law of Diminishing 
" Returns.” 

But the connexion of these two questions is so intimate that 
it seems desirable here to sum up briefly the results of the long 
discussion started by Malthus's essay; especially as it is not, 
I think, difficult at the present stage of the discussion to state 
these results, so far as they are important for our present 
purposes, in a form not open to attack. 

It is now generally admitted by competent judges that the 
human race — normally, if not always and everywhere — has been 
to a great extent kept down to its actual numbers by the diffi- 
culty of supplying the physical wants of the population that, 
but for this difficulty, would have existed. This check to 
f>opulation has operated in the different ways, which Malthus 
distinguished as "preventive” and "positive”: that is, either 
(1) by the fear of an insufficient supply of the material means 
of existence, causing abstinence from marriage, with or without 
vice, or artificial limitation of families, generally more or less 
vicious* ; or (2) by the actual effect of the insufficient supply in 
causing the destruction of life; whether (a) through simple 
starvation, or voluntary exposure of children, or wars due to 
economic causes and constituting a mo<le of the struggle for 
sustenance among <lifferent parts t»f the human race; or (h) 
through diseases caused or aggravated by want of nourishment, 
or neglect of children or unhealthy manners of life cfiuscd by 
the necessity of earning a livelihood, — which are the positive 
checks chiefly operative in modem civilised societies*. 

^ The practice of abortion may be clasBed with “preventive” or “positive” 
cheokR according to the view taken of the point at which human life begius. 

3 Malthus {Principle of Population, 1. c. 2) includes, in hie account of both 
“preventive” and “positive” checks, “vice and misery” not due to want of 
food: and this is doubtless legitimate when the question of population is 
Oonsidered in reference to the possibilities of social improvement imagined by 
optimistio writers such as Godwin. But in analysing the forces which keep 
population to its actual numbers it seems important to distinguish the vice and 
misery which are ultimately due to the difficulty of satisfying physical wants. 
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Accordingly, in a certain veiy important sense, it may be 
affirmed that ** population has a constant tendency to increase 
“beyonS the means of subsistence*’; provided that we under- 
stand by the word “ tendency ” that the proposition relates to 
what would happen, if the checks in question were removed, 
not to what may be expected to happen in the actual future of 
our own or any other community. The proposition, though 
abstract and h3q)othetical, is not, of course, demonstrable cl 
priori \ it rests on inductive evidence: but such evidence has 
been adequately provided, so far at least as concerns large 
portions of the human race; and it has been provided with 
special definiteness in respect of the English race, while living 
in countries of the tempemte zone under existing social con- 
ditions. 

As regards this portion of the human race — to which I 
shall for the present confine my attention — we may state what 
is substantially the Malthusian d<x;trine with somewhat more 
quantitative precision. Suppose that all Englishmen married 
at the time of life at which, apart from prudential restraint, 
they were inclined to do so and observed the rules of chastity 
and monogamy to the extent that exjierience would justify us 
in expecting ; that they did not artificially limit the number of 
their families; could obtain without seriously unhealthy toil 
the amount of food, clothing, fiiel, and house-room required for 
health ; hiid the amount of protection from death and bodily 
injuiy which is actually afforded by the Oovermnents of civilised 
Europe in time of peace ; and took such measui'es to wani off 
preventable diseases, fix)m themselves and their children, as 
ordinarily careful persons would take in the present state of 
medical knowledge. We may, I think, safely affirm that — 
apart from exceptional calamities — the population would double 
itself within a period less than 30 years*. 


from Ruoh vice and misery as mere economic improvement would have no 
tendency to remove. 

* There are serious difficulties in the way of determining exactly this 
hypothetical period of duplication. The most important evidence is that 
supplied by the growth of the population in the United States, — where the 
increase, between 1790 and 1840, was from S-9 to 17*1 millions, in a period 
in which the immigration was proportionally small. But even in this case 
it is difficult to estimate exactly the effect of immigration, on the one hand, 
and, on the other hand, we can only guess roughly the extent to which 
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Secondly, it may bo affirmed that if the process of doubling 
and re-doubling of the population were continued, upon any 
given portion of the earth’s surface, the me.ans of subsistence 
obtainable from the region in question would within a certain 
time become barely sufficient to sujjport the population; so 
that the supposed increase could no longer continue, — the time 
at which this stoppage would be reached varying, of course, 
with the density of the population’. 

Thirdly, we may affirm that our past exjoerience of the 
growth of the industrial arts affords no justification for the 
assumption that the future development of agiiculture will 
enable us to increase food in a ratio at all corresponding 
to the supposed increase of pppulation. 

It is in examining the naturti of the ultimate boirrier to 
increase of population, affirmed in the second of the proj)ositions 
above given, that we come upon what has been called the Law 
of Diminishing Returns. Before discussing this, it should be 
observed that the greater rapidity in the increase of p>pulation 
which we have supposed would involve necessarily a smaller 
proportion of workers to non-workers. Assuming, however, that 
the arts of industry wert* sufficiently developed to enable this 
smaller proportion, duly aide<l by instruments, tf) provide ade- 
quate nourishment, clothing, &c., for the whole jK»pulation, and 
that no greater proportion of the produce of labour took the 
form of luxuries; it is evident that if the pnxliictiveness of 
labour did not diminish, the increase of jM)pulation might go 
on until it was checked by non-prcventtible diseases due to 
over-crowding. The “Law of Diminishing Returns,” then, af- 
firms that the productiveness of labour does tend to diminish, 
jis the proportion of labourers to land increases, after a certiiin 
degree of density of population — much below what would be on 
other grounds insanitary — has been re^iched. The degree of 
density, it should be ob^rved, varies with the development of 

luiseiy ” or ** vice *’ or prudence actually diminiBhed the population even of 
this exceptionaUy proRperoun community. Accordingly in the numerical esti- 
mate given in the text I have allowed a large margin beyond the 26 years 
which Malthus gave as the time required fur population to double itself, when 
unchecked. 

1 For simplicity's sake I have supposed foreign trade to be excluded — a 
legitimate supposition, as we may take the district 6f any sixe and any denRity 
of p 9 pulation. 
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the industrial arts, and the accumulation of capiLil ; and it tends 
to be continually advanced by the progress of invention, provided 
that, through the accumulation of capital, the improvement of 
processes which invention renders possible is actually realised. 
The necessity — to which Carey drew attention* — of thus limit- 
ing the scope of the law of diminishing returns to communities 
of a certain density is now generally recognised. In fiict, in a 
thinly-peopled country we havt^ to note a tendency to increasing 
returns; every additional labourer tends to make labour on the 
average more pnKluctive, since he enables the whole luKly of 
labourers to realise more fully the ml vantages of co-openition. 
And this tendency to increasing returns continues to c»perate, in 
all bmnches of industry except agriciiltimi and mining, with*>ut 
any known limit from density of ptjpulation, except such as 
arises from ssmitiiiy considerations. The closer human beings 
live to one another, the greater tends to be the quantum of 
utility derived from a given quantum of labour in conveyance 
and communication; the greater, thc‘refore, tends to be the 
development of co-openition by exchange; and as tlie scale on 
which ejich jiarticular bninch of manufturture may be profitably 
organised becomes thus proj)ortionally larger, the production 
itself tends correspondingly to b(.*come more e(tonomicjil, as has 
been alreswly explaintHl-. 

Hence the Lsiw of Diminishing Returns may be understood 
b<>th in a narrower Jind in a wider signification ; and there is 
some danger of confounding the two. It may either mean 

(1) that the productiveness of agricultunil an<l extractive labour 
tends, ceteris paribus, to diminish with every increjise of 
population, even though capital increases pi*ojM)rtionally ; or 

(2) that, notwithstanding incre^astnl returns from the labour 
employed in manufactun’^s and internal trade, the j)nKluctive- 
ness of labour generally tends so to dimmish: — the degree of 
density at which the former tendency would begin to operate 
being of course lower than that which wtnild intrcKluce the 
latter. 

That the application of labour in agriculture is subject, in a 
certain sense, to the condition of Diminishing Returns may be 
considercnl to be an established doctrine : that is to say, it is 

’ Principles of Social Science, vol. I. c. iv. 

* Cf. ante c. tv. § 6. 
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universally admitted by competent persons that, in a country in 
which population has reached a certain point of density, the 
agricultural produce needed is obtained partly by pr^esses 
more costly than would be required if the total amount needed 
were less. According to the view of most economists since 
Ricardo, these processes are of two kinds: either (1) the ap- 
plication of labour and capital to land of inferior quality or 
situation ; or (2) the application to the best land of labour and 
capital in excess of the amount which yields the greatest pro- 
portional return. It is, however, held by a suggestive writer — 
Mr Simon W. Patten {Fretnisaes of Political Economy, c. vi.) — 
that there is not really i^oom in agriculture for the second kind 
of process; that the pro|jortioijal i*etum to well-applied agri- 
cultural labour increases up to the point at which no additional 
return at all could be obtained by any amount of additional 
labour ; that, therefbi'e, we ought to speak of a “ law of limited 
“ returns ” instead of a “ law of diminishing returns ** — so far as 
we have in view the i-etums from any given piece of land. 

Now such an abrupt broach of continuity in the relation of 
labour to resultant utility as Mr Patten s argument assumes is 
contraiy to our general experience of the application of human 
labour for the satisfaction of human wants: and nothing that 
I have been able to learn of the actual condition of agriculture 
seems to give adequate ground for assuming it to occur in this 
case. I think, however, that in the “intensive” cultivation of 
certain kinds of produce thei-e is probably but a small interval 
between the point at which an additional increment of labour 
or capital certainly ceases to give a proportional incre^viie and 
the point at which it would cease to give any material increase 
at all: so that the capital earning diminished returns may 
sometimes be confined within limits so narrow that its exist- 
ence cannot, in the present state of the art of agriculture, be 
clearly established by the agreement of experts. It appears, for 
instance, in the case of wheat, that, in the judgment of some 
competent farmers, the outlay required on an English farm to 
produce wheat in the most profitable manner — even at the 
lowest price at which it would be remunerative to produce it 
at all— would, on the average, give a crop of wheat which could 
not be confidently expected to be much increased by any addi- 
tional outlay likely to be remunerative at any price within the 
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limits of probability. It may, indeed, be regarded as certain 
that any considerable rise in the demand for wheat would ceteris 
paribus lead to a considerable increase of outlay on land pre- 
viously wheat-growing; but the change would chiefly affect 
what we may call the doubtful margin of expenditure: — e.g.y 
more manure would be applied than was actually applied be- 
fore, but not more than some competent judges would have 
considered economical, even at the lower price. Probably, how- 
ever, any important increase in the capital applied to wheat- 
growing on the Siime land would involve an increase in the 
number of crops obtained within a given tenn of years: the 
four-crop rotation would be changed to a five-crop rotation 
with three com-crfipa, or coni-crops might even be grown con- 
tinuously for sevei'kl ycfirs — on Mr Lawes' method — with only 
occiisional changes of clover or loots. But even in this last case 
it would, I suppose, be difficult to say — in view of Mr Lawes* 
results — that the extra capital thus applied would ceriaiuly 
yield diminished returns. 

Even in its wider application to the productiveness of labour 
generally, the t)pemtion of the tendency to diminishing returns 
in England at the present time may be legitimately inferrSd 
fiom the decidedly greater productiveness of labour and capital, 
when applied in the countries to which Englishmen have 
migrated, as manifested in the larger remuneration of similar 
labour, and the higher interest on ciipital, in these countries as 
compared with Great Britain*. We may, thercfoio, assume that 

* These differences of course vaiy from place to place and are continually 
fluctuating ; but as to tbeir general nature there is not, I conceive, any dispute. 
The case is less easy to establish as regards interest tlian as regards wages, 
because capital is so easily transferred from England to (say) the United States, 
that the extra interest obtainable from American investments must be taken to 
represent extra risk in such investments for Englishmen, as estimated by 
English investors generally. But in certain investments it is evident that this 
extra risk arises largely from tbe additional dilBcalty that a foreigner has in 
ascertaining and guarding against the dangers that may from time to time 
threaten them : so that in such investments — e.g., in mortgage on real estate — 
there can be no doubt that interest in the United States is much higher to 
residenU than interest in England to Englishmen ; after making all allowance 
for risk. 

There is to be set on the other side the greater proportion of produce 
allotted as rent in England: but from this, again, we must subtract what is 
really, from a social point of view, interest on capital, being paid for the nse 
of the results of past labour : and what remains — though it cannot be exactly 
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the growth of our population has passed the point at which the 
average eflficiency of labour tends to be decreased by any 
addition to its quantity, other things remaining the ' same, 
even though capital hjjs been accumulated to a proportional 
extent'. 

But then as other things do not remain the same, as on the 
contraiy the improvement in the arts of industry — including 
improvement in the system of co-operation through exchange 
with less densely peopled countries — is continually going on, a 
tendency of growing population to decretise j)roportional pn)duce 
in England is continually counteracted by the tendency of 
industrial progress to increase it; and our c^vidence does not 
enable us to lay down any concrete law, formulating the actual 
influence which the two forces combined may be ex])ectcd to 
exercise in detemiinirig the average priKluce per hejid for a 
given density of jiopulation. If indeed we excluded Foreign 
Trade, we might confidently affirm that no degree of improve- 
ment in industiy known to 'us by experiencci could countenict 
the eficct in decreasing the average productiveness of labour 
which the actual rate of increase of population in England 
would cause ; so that the decrease in average supply must soon 
check the rate of increase. But then this exclusion of Foreign 
Trade makes such an affirmation purcly abstract and hypo- 
thetical. Supposing Foreign Tnwle to go on, we have to decide 
whether the rt^gion whose pnxluction we are examining is to 
include all the mutually tnuling countries or only one. But 
on neither view can we frame any definite concrete “law of 

estimated — can only be a very small percentage of the aggregate earnings of 
Englishmen. 

^ It is not of course meant that there is no possible application of labour 
and capital in England, according to the methods of industry at present 
understood, which would be more productive than some applications at present 
made. Such a statement would be absurd ; as there is a good deal of capital 
actually employed which is yielding no return at all. What is meant is that, 
ceteris parihm, any considerable incremeut of capital-aided labour, applied with 
average skill, would be less productive than the average of such labour actually 
applied. It should be observed that agricultural labour is sometimes liable to 
become more unproductive, in consequence not merely of the increase of 
population, but of a disproportionate employment of the additional labour in 
agriculture: e,g., through au excessive subdivision of farms. But in this case 
the loss in productive efficiency is not entirely due to the law of diminishing 
returns; but partly to the defect of an iudustrial organisation too inert to 
respond adequately to a change in its circumstances. 
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“ diminishing returns,” applicable to a country like England ; on 
the fijnner view, because the population of the whole n*gion 
with which England trades cannot be said to have reached the 
point at which njtums diminish; on the latter view, because 
the possibilities of England’s obtiuning additional subsistence 
by trade have only a remote and indefinite limit. If the dream 
of Free-Traders were realised, if all the world were willing to 
allow free ingress to our manufactui*e«, it seems to be quite 
possible that th(' whole of England might become almost as 
thickly populated as Middlesex, without any decre^use in the 
average productiveness of her labour. 

So far, therefore, tis we go beyond thi^ abstnwjt proposition 
that the pro|jortional returns to c»ipital and labour in England 
tend ceteris paribus to be decnjased by any incrofise of 
population, we Cfin only infer from the evidence liefore men- 
tioned that actually the proj)ortiomil retunis to capitiil and 
labour in England are less than they would be if England were 
less densely populated. Let us now retum to the mfire strictly 
“ Malthusian” law which affirms that the population of countries 
like England would increase at a decidedly more rapid rate 
than the present, were it not for the operation of either fhe 
pnidential or the positive checks. This sUitement, Jis 1 have 
said, is hjinlly now disputcKl by c<im})etent persons; but there 
is an ambiguity in the phrase ** prudential restniint” which 
it is importiint to point out. Prudence, in this appliciition, 
means the foresight and consequent avoidtuice of danger; 
but Malthus’s disciples have not always made it clear whether 
th(‘ danger to which they refernMl Wiia the danger of being 
in want of the necessaries of life (for oneself or one’s children), 
or the danger of being in want of comforts, deccmcies, or 
luxuries^ It is obvious that the motive which actually re- 
strains all classes in the community above the lowest is fear 
of the latter, not the former danger. It is nece.ssary to premise 
this before considering the concrete law which some writers 
have preferred to give as the main Malthusian doctrine: the 
proposition, namely, that “population presses closely on the 
“ limits of subsistence.” In a certain very important sense this 

^ Malthas himself expressly distinguished these different applications of 
pradenoe at the outset of his Eway ; but 1 am not sure that he alwa> h kept 
the distinction sufficiently before his mind. 
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proposition is generally true and generally admitted in respect 
of civilised and fully-peopled countries; in the sense, nmiiely, 
that population increases when the means of subsistence in- 
crease in such a way as will enable the mass of the community 
to obtain an ampler supply of necessaries. From this, however, 
it cannot be absolutely inferred, that even the lowest class in 
the community is on the verge of starvation ; it may be merely 
that they are in a position in which the supply of necessiiries is 
an important element in the consideration whether or not it is 
prudent to marry. Still, it may be stated as a concrete law that 
holds good in England and other Eurt)|K^an countries, that there 
is a compression exercised on population by the difficulty of 
precuring the necessaries of life. 'The compression is not rigid : 
in England, for example, population might easily increase 
with greater rapidity than at present, if all classes restricted 
their consumption of luxuries —es|)ecially hannful luxuries; but 
a strong elastic pressure undoubtedly exists. If any statesman 
or philanthropist cherished the somewhat old-fiishioned aim of 
increasing the population of his country, the best course he 
could adopt would be to promote the increjise of its means of 
subsistence S e8i)ecially of the mass of the jK>pulation ; since, 
though this is not the only means by which jwpulation can be 
increased, it is a means that may be relied on as effectual ; and 

^ The term ** increase of the means of subsistence’’ is not free from ambiguity: 
for instance, the question may be raised whether a nation really increases its 
means of Rubsisteiice if a portion of it adopts a cheaper instead of a more 
expensive food, supposing that the former is abundant in proportion to its 
cheapness. I conceive that if the cheaper food lie equally adapted to support 
life, — or even if it be merely more adapted in proportion to its cost,— the nation 
must be regarded as having more command over the means of subsistence; and 
that the change constitutes a distinct gain in utility. And I think that 
economists who liave taken the opposite view have too hastily assumed the 
proposition combated in the next paragraph ; namely, that the classes cousuiiiing 
the cheaper food would necessarily ** people down” to the thus lowered limit of 
subsistence. Even if this consequence followed it would not neoessarily involve 
any suffering, thoogh it would undoubtedly increase the danger of suffering 
from any accidental diminution of income; because if they had continued to 
consume the dearer food they woul^ under certain circumstances have had the 
resource — which they have now lost— of descending to the chea]>er article. But; 
as I urge in the next paragraph, there is no necossity to suppose that the con- 
sumers of the cheaper food cannot raise their standard of living; and if they 
do this, they will not only have more present command over the conveniences 
of life, but also— on the whole— more security as regards the future, than they 
would otherwise have had. 
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it id the only means that can be adopted without bringing the 
population nearer to the danger of the varied sufferings entailed 
by inAufficiency of food. 

But it is one thing to affirm that if subsistence increased, 
population would increase also; it is quite a different thing to 
maintain that the latter increase would in all cases be sufficient 
to absorb the former. That this effect would be produced in the 
state of society of which he had actual experience Malthus 
certainly held: and a similar assumption Ls the foundation of 
the doctrine of a “natural mte of wages” which ficcupies a 
ci^rdinal j>o8ition in Ricardo’s theory of distribution ; and to 
which attention has lx?en attracted by Lassalle and other 
Gennan Socialists, under the ominous name of the “ iron law of 
“ wages Ricardo does not indeed fall into the error of sup- 
posing— -Jis Lassalle and others appear to have understood — that 
the “ natural mte ” of wages is that which gives the labourer 
only the bare nt^cessaries of life : though he sometimes in- 
cautiously uses language that suggests this meaning, iis when 
he says that “ the natural price of labour is that price which is 
“ necessarj^ to enable th(‘ lalx)urer8, one with another, to subsist 
“and to )Kjrj)etuate their race”-. Elsewhere he re|)eatedly .re- 
<u>gnis<^s that the natural price of labour “essentially depends 
“ on the habits and customs of the }K*ople,” or “ the quantity 
“ of ftxxl, necessiiries, and conveniences b(»c(»me essential to them 
“ from habit ” ; adding that “ many «»f the conveniences now 
“ enjoyed in an English cottage would have lH?etj thought 
“ luxuries at an earlier peri<Kl of our history.” This last sen- 
tence shews further that he did not regard the natuml price 
of labour, estimated in commcnlities, as a constiint quantity. 
On the contmry hi^ is cjireful to state that “it varies at different 
“ times in th(* siime country ” ; and he spciiks of the effort- to 
mise it, by “ stimulating the taste of the labouring classes for 
“comforts and enjoyments,” as one ol‘ the worthiest aims of 
philanthn)py. But he did, I think, assume that a mere increase 
of subsistence had in itself no tendency to produce this effect ; 
that, even though the “ market rate of wages ” were to “ remain 
“ for jui indefinite period above the natuml mte,” — which he 

^ **Eheniefl (brazen) Lohngeeetz.'* 

^ This pa88a(;:e and those afterwards quoted are all taken from the same 
Chapter (v.) of Bioardo’s Prineiplen of Political Economy, 
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expressly states to be possible, — the latter would still during 
this period have no tendency to rise towards the former. At 
any rate this assumption seems to be involved in the main part 
of his reasonings on wages : it is, however, opjiosed to what our 
general knowledge of human nature would lead us to infer: 
and, so &r as I know, a duly comprehensive study of tHJonomic 
facts does not tend to support it^ 1 conceive, indeed, that 
in the actual restriction of the numbers of English manual 
labourers “jK)sitive” checks have, for the most part, operated 
more strongly than “preventive”-. But so far as any class 
of labourers is restrained prt'ventively, by a “standanl of 
“comfort,” fix)m increasing its numbers, I see no reason to 
doubt that such a standanl will tend to be somewhat niised, 
if any increase in the productiveness of the labour in question 
should cause a material and long sustained incre‘ase in its re- 
muneration. 

§ 4. We thus arrive at the question which remains tf> be 
discussed, in onler to complete the inquiry proj>osed for the 
present chapter; namely, whether we can deteniiim* the laws of 
variation in the pnKluctive efficiency of labf)ur. So far as the* 
personal efficiency of the labourei's is concerned, rm ticimomist 
(I believe) has ever claimed to possess the knowledge re<piired for 
this task. Indeed it seems evident that any one who attempted 
to explain the differences in the physical, inUdloctual, mid moral 
qualities of labourere, and in the motives presented to them by 
their .social and industrial cireuiiist«%nces, sufficiently to enable 


* It was the opinion of Malthiis {Prinrijtlex of Political Kconnmif^ c. iv. § 2) 
that a “decided elevation in the standard of the comforts and convenienoeH 
“ of the English working classe-s had been caused by the unusual succtHsion 
of fine harvests in the fifty years from 1715 to 17f>5. 

• That prudential motives, however, do operate to an important extent, even 
in this part of our population, may be legitimately inferred from the flucitiatiuns 
in the marriage-rate, which Dr Farr has called tlie “barometer of national 
“prosperity”: and which in England varied l>etween 17-1) per 1000 persons 
in 1853, when industiy was feeling the full stimulus of the Australian gold- 
discoveries, to 14*4 in 1870, a year in which a prolonged ouniiiiercial depression 
reached its lowest point. See Vital StatinticH^ (from the writings of) William 
Farr, Part II. pp. 74, 75. 

By “positive” checks 1 mean, chiefly, not actual starvation but (1) increased 
mortality of adults from diseases caused or aggravated by insufficient supply of 
necessaries, (2) mortality of children from this cause or from parental neglect 
due to the necessities of breadwinning, and (3) jiremature deaths fn»m unhealthy 
or dangerous occupations. 
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ns to predict even roughly the future operation of these condi- 
tions, must in fact claim a prescience of the whole development 
of civilised society, beyond the pretensions of the most confident 
of living sociologists. While, again, the ultimate causes of 
these diflFerences arc so complicated and their effects so inter- 
mingled, that it siiems nish even to attempt any precise state- 
ment 08 to the effect that any jjarticular change would pnxluce 
if isolated. Whether wc* consider, for exam})le, changes in the 
labourers’ habits of diet, or changes in the mlucational niachinoi^'^ 
applied to them, or in tht‘ir social customs and opinions, or the 
t(Tms on which they usually co-ojKjmte, — though we can often 
pronounce with confidence on the kind of effect on prcKluction 
to be exjKJcted from a given caust‘, — we can hanlly ever predict, 
evcui hyjjothetically, the (piantity of effect. 

It remains to considiT how far the* Citse is different with 
that (‘It^nuiiit in the profluctiveness of labour which dej)ends on 
thi* aid affonh'd it by (vipital ; wht*ther we can dt^termiiie th(j 
“ law of the increase of capital.” I must fii’st remark that 
Mill and othi'i’s who havt* dealt with this question appear to 
me to j)resent a somewhat oiie-si<h*d view of the process of 
mrumulatioii of what 1 have called “concrete cajntal,” ?.c., instrji- 
monts and c»ther inti*rmediate results of labour employed for 
remote ends. It is right to dwell on the fiic^t that — at least in 
civilised cominiiiiities as organised — this accumulation actually 
dejKUids, in the main, <in siiving, that is, on voluntary delay in 
consumption, on the j)ait of in<livi<hials : but it should also be 
pointed out that this siiving can take i*ffect in aiding pro- 
duction only so far Jis instruments or proc*essi‘s have Ir'cii dis- 
CH»veivd by which labour iiiaybi* imule im»re j)nMluctive, thnnigh 
delay, in its final result of consumable commodities. Or, to 
use a current phms(», there must })e a ” field for the einploy- 
“ment of capital” if profit is to be gained; and the existence 
and continual enlargement of this field dei)end on invention 
— in the extended sense in which I havt* Indore us(m 1 the tenn 
to include all improvements in the general organisjitioii of in- 
dustiy, as well fxs in special industrial processes. 

Now I conceive that no important quantitative generalisa- 
tions can be establishtnl jis to the variati»>ns in this second factor 
of the growth of social capital. We have no moans of pre- 
dicting the rate at which either our knowledge of the la^s of 
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nature or the application of this knowledge to industiy is likely 
to progress in the future ; it may be veiy much more rapid and 
extensive than it has been even during the last hundred years ; 
on the other hand, it may be very much slower, or may even 
come almost to a standstill — putting out of sight the possibility 
of any such social disturbances as might lead to an actual retro- 
gression in civilisation. And it is further to be observed that 
even if we could predict roughly the amount of improvement 
which the industiy of the future may be expected to receive 
fiom invention, it would still be uncertain how far this im- 
provement will involve the enlargement of the field of em- 
ployment for capital. Hitherto, inventions have generally had 
the effect of complicating and prolonging the processes of 
industiy, while at the same time increasing the ultimate pro- 
ductiveness of labour. But this has not always been the case ; 
and so far ;is I know, there is no definite reason why the 
inventions of the future should not be chiefly in the direction 
of simplifying and abbreviating industrial processes; so that 
at each step of improvement the demand for capital will be* 
restricted instead of being enlarged. 

Bearing this in mind, let us consider whether we can 
ascertain the abstract law of the other factor in the gn>wth of 
concrete capital ; whether, supposing the field of employment 
for capital determined, we can say how far the capital will be 
furnished. Now the applications of laliour, in the making of 
instruments or otherwise, by which its ultimate net production 
is increased, are of varying degrees of profitableness ; the 
incnmient of produce obtained by delay is in some cjises gieater, 
in others less. We have, therefore, to inquire (1) how far the 
community can aflfonl labour for remote results, and (2) how far 
it is likely so to apply its labour; and, as reganls this second 
point, we have to ask, in particular, ht»w far the individuals 
whfise saving mainly determines this direction of labour will be 
willing to prefer remote results to immediately consumable 
utilities. 

The fund from which saving might be imide is what, in § 2, 

I proposed to call the net produce of labour of the com- 
munity; i,e., what can be produced by any society in any 
given period, over and above what is required to supply the 
necessaries of life to all engaged in production, — and to children 
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and others necessarily dependent on them, — and to compen- 
sate for the deterioration of the previously existing capital. 
This, frto far as it can be determined, gives the maximum of 
possible saving within the period. But as we have seen, the 
line between “necessaiy” and “superfluous” consumption cannot 
be shar|)ly drawn; and it is the less iiecessaiy to attempt to 
draw it with prtjcision, since the maximum above indicated has 
never been approached in any community of human beings; 
the motives which prompt men to save ha\ung always proved 
weaker than the motives which prompt them to spend, long 
before this nuiximurn has been reached. Still, so far as we 
limit our investigation to cases where we may assume that 
the primary needs of th<i human beings considered are an ap- 
proximately constiint quantity’, we may clearly lay down that 
the possible maximuin of stiving increases jis the gross produce 
of labour (jK‘r head) incTeases, but in a gre^ater ratio. Hence, 
if the resultant for(!e of the impulses that prompt men to save, 
when balanced against thosi^ that prompt them to s][>end, could 
also be sissunied to be c<mstJiiit, the accumulation oi‘ capital — 
when it once had fairly commoneed — would lend to increase at 
a continually acceli‘rat.(»<l rate. • 

But this latter iissuniption manifestly divcTges widely from 
ftu*.ts. Tht‘ tendency to sjive, like the tendency tc» spend, is the 
complex result of a number i»f different im])ulses, some self-re- 
gsuxling, some synijKithetic ; and continually vjiries, jiertly in 
proportion to the stn*ngt/h t>f these, partly from variations in the 
intellectual condition of human beings, and partly fixan external 
cuuses. Even if we supjK)se the desin^s of tin* jH^rsonal en'piy- 
ments derivable fnun wealth remain unaltered, any important 
ch.'uigi? either (1) in the prosjK*cts of security affordtHl by the 
physical or p«»litical circumstjxiices of the community, or (2) in 
the aversige individuals jiower of foresight and cajuicity of l>eing 
^ moved t(» action by thi* repivseiitjition of remote consequences, 
or (8) in the range* or inteuisity of his sympithetic interests, 

’ This asHuniption is often manifently untrue when wc are comparing the 
productive efficiency of different races. The reason, for example, why the 
competition of ** ChineBe chcAp labour is so menacing to the English race 
in America and Australia scorns to lie in the smaller neoessai^ consumption 
of the average Chinaman, as compared with that of an average Englishman; 
which renders the net produce of the former’s labour greater, though the gross 
produce is less. 

8. p. E. 
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especially those due to family affection or patriotism local or 
general, must afiect materially the general disposition to save. 
Now no economist, so far as I know, has attempted to determine 
the laws of variation of these conditions. In fact, the only 
general “ law of the increase of capital ” — beyond a mere state- 
ment of the above-mentioned conditions of variation — that Mill*, 
for example, appears to lay down, is the abstract proposition that, 
other things being equal, the “ effective desire of accumulation ” 
will vaiy directly with the "pecuniary inducement” to accu- 
mulate ; that is, with the rate of interest*. Thus, other things 
being the same, if the mtc of interest falls, the supply of new 
capital on which the interest will have to be paid will tend to 
be less : if it rises, more. This abstract proposition is probably 
true on the whole ; but even this seems to me less simple and 
certain than Mill represents it, since the total effect of a fall in 
interest is the result of a number of tendencies which to an im- 
portant extent act in contrai^’ directions. So tar, indeed, as a 
man is induced to save not by the desire to attain any jjarticular 
definite end, but by a general estimate of future I’esources as com- 
pared with present enjoyments for himself, his family, or others 
whom he may wish to Ijenetit, it is obvious that any diminution 
in the yield of his savings must pro tanto decrease this in- 
ducement. But it would seem that in most cases the motives 

' Political Kcjwwniff Book 1. c. xi. 

* In thifl paHsage, as iu another quoted soon after. Mill appears to use the 
terms ** interest*’ and “profit” as practically coiiyertible, though he elsewhere 
carefuUy distinguishes them. This does not seem to me contrary to usage ; as 
“ profit” is I think often used in a wide sense for all '* returns to capital,” so as to 
include as one species “interest,” which always denotes the additional wealth 
•continually obtained by the mere ownership of capital, or the price paid for the 
temporary use of it by the employer of capital who does not own it. Still, it 
•seems to me more convenient, when we are endeavouring to ascertain as pre- 
cisely as possible the law of the increase of capital, to distinguish the terms ; 
snd to denote by “profit” the yield of capital to the employer who is also the 
owner. If this distinction is taken, it will evidently be “interest” rather than 
** profit ” which supplies the motive to accumulation, in the case of all persons 
except those who employ their own capital ; and it wiU bo so even as regards 
these latter, so far as they are able to borrow what they can profitably employ 
in their business at the ordinary rate of interest, allowance being made for risk. 
Hence it seems to me best to use “interest” exclusively in the present discussion ; 
though it ought to be borne in mind that so far as an employer believes that he 
could advantageously use capital that he is not able to borrow at the ordinary 
rate, he will have an additional stimulus to save. 
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for accumulation are not of this general character. In the first 
place, men in business and the professions save, to a great 
extent,* with a view of obtaining a certain income from their 
savings; the amount of which they conceive beforehand with 
more or less definiteness, whether their aim is to retire fix)m 
business themselves or to provide for their children. It is 
obvious that a lowering of the rate of interest, as it would 
render a larger amount of saving necessaiy to obtain a given 
income, would have a certain tendency to increase — instead of 
decreasing — the amount annually saved by such persons. Again, 
a large amount is annually saved, esj)eciall}'^ by poorer persons, 
not so much for the sake of the interest as in order to have the 
principal “ against a rainy day ” : all such saving will be scarcely 
at all afiected by any change in the rate of interest. Further, 
wi» have to take into account the great influtmce oi* habit and 
social custom in detennining the apportionment of income 
between expenditure and accumulation. Many persons have 
a nearly fixed standanl of living, and so long as their income is 
more than suflicient to provide for this, they mei*eiy save the 
sui’plus whatever it may happen to be. In proportion jis this is 
the case, their saving will only be diminished by a fall in 
interest so far jis their income is diminished by it: and it is in 
no way nece^siiiy that a foil in intci*est should be accompanied 
by a decrease in the average inconu,‘ of individual members 
of the community. In fju;t, as Mill j^Kunts out, “a fall in 
“ the rate of interest is frequently itself the Result of a great 
“ accumulation of ciipital ; and the income derived from a 
“large amount of aipital at ai low rate of intei-cst generally 
“gives a greater total power of solving than the income de- 
“ rived lk)m a small amount of capital at a high mte of 
“ interest.” 

It appeal's, therefore, that a fall in the yield of capital is 
likely partly to diminish the inducements to save, pirtly to 
increase them, partly to influence saving in a maimer which 
we cannot precisely detenu ine till we know the special causes 
of the fall. I think it probable that the first of these effects 
will generally preponderate over the others ; but I do not think 
that we can say that this will certainly be always the case, still 
less to what extent it will be so. 

On similar grounds I should regard as rather too dogmatic 

11—2 • 
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Mill’s subsequent statement^ that “ there is at every time and 
“place some particular rate of profit, which is the lowest that 
“ will induce the people of that country and time to acciimulate 
“savings, and to employ those savings productively.” I do not 
doubt that this is tnie of England at the prtisent time, — though 
I see no means of determining precisely what the minimum 
rate in question is, here and now. But I know no conclusive 
general reason for regarding the prospect of interest as the only 
possible spring of accumulation and productive investment ; and 
I think it quite conceivable that, at some fiiture period of the 
world’s history, accumulation might go on much sis at present 
with average net interest at or barely above zero®. 

1 Book lY. c. iv. Here again Mill most evidently be understood to use the 
term profit’* as convertible with ** interest”; since in another paragraph he 
speaks of a profit or interest of three or four per cent.” as being ** a sufficient 
** motive to the increase of capital in England at the present day.” 

^ Such a fall would doubtless somewhat increase the accumulation of con- 
sumers’ capital at the expense of productive investment; but it must be 
remembered that the keeping of consumerH* capital must always involve some 
degree of risk, and some trouble or outlay. In connexion, however, witli this 
^njectural forecast the following point should be noticed. The new savings of 
individuals are partly absorbed by sales of capital already invested by persons 
who wish to spend some of their capital : the saving of one set of people being 
thus balanced by the spending of others. Now in what has been said we have 
supposed tliat the community is adding to its real capital, and, therefore, that 
some part of the savings of individuals has to take the form of new instruments 
of industry. If, however, the rate of interest falls through this accumulation of 
instruments, such previously existing instruments — especially laud — as have not 
had their utility impaired by the competition of the new capital, will (as we have 
already observed) have their selling value increased : and, therefore, the sales of 
such instruments by persons intending to consume the proceeds will absorb a 
continually increasing amount of savings. This consideration becomes im- 
portant when we forecast the conseciuences of a continual fall in tlie rate of 
interest. Its effects will be most easily shewn by making an extreme suppo- 
sition. Let us suppose that, owing to the steady increase of savings, more 
rapidly than the enlargement of the field of employment of capital through 
invention, drc., interest by 2000 A.n. has fallen to a third of its present rate in 
England; and that rents on the average have been doubled through the 
increasing scarcity of land. It is obvious that land will sell at six times its 
present price; and that therefore, the sale of any given portion will be capable of 
absorbing six times the amount of saving that it would absorb at present. And 
if we cany the supposition of a fall in interest still farther, it will be evident — 
still assuming rents at least not to fall in value — that before saving could 
increase to such an extent as to make the interest on capital merely cover risk, 
BO that investment was no better than hoarding, the value of land must have 
become infinite. And the same may be said of the value of any irredeemable 
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§ 6. But even if the laws of the saving of individual 
members of any community, within any given period, could be 
determined more precisely than appears to me to be the case, 
there are several reasons why the result would give us no exact 
guidance as to the increase of “social capital” — that is, of*the 
productive resources of the community derived from past labour 
— within the period. 

In the first place, — if we mean by a “ community ” a single 
nation, and not the whole aggregate of human beings more or 
less united through exchange into one industrial organisa- 
tion, — it should be observed that communities may, and in 
nKxlerii times largely do, lend their capital to other com- 
munities instead of employing it themselves ; so that the 
supply of new capital for home employment may be reduced, 
without any fall in the rate of interest, merely because more 
attnictive openings for investment have presented themselves 
abroad. Of course this foreign investment of capital incretisca 
the share obtained by the community of the pnxluce of the 
world’s laboui* ; but it does not increase the produedveness of 
the labour of the community, except in an indirect and uncer- 
tfiin way, so far as it extends the opportunities and increiisfis 
the advantages of foreign trade. And secondly, even in the case 
of home investments, we must note that a large amount of the 
oitlinary savings of the community may be absorbed in meeting 
})hysiciil or social emergencies, which imp>se large occasional 
outlays on the community as a whole, but do not make the 
labour of the community more prcxluctive. In modem times 
this is most conspicuously exemplified by the large loans of 
governments for purjioses of war; the issue of any such loan 
tends to increase the aggregate capital of individuals without 
any real increase in social capitals 

But even in the case of any productive home investment 
.of savings the profit to the individual investing is a very 
uncertain indication of the advantage to the community. 
For the investment may destroy or reduce the utility of 
previously invested capital; as when a railway is constructed 

perpetual annuities that may have been sold by governments or private oor- 
poratiuna. 

^ The oooaaional needs of a portion of the community may similarly absorb 
the aavinga of the rest to a veiy varying extent. 
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which takes away traffic irom an already existing railway, or 
a shop with expensive ih)nt, fittings, &c., is successfully designed 
to attract custom from another shop. The progress of invention, 
which continually modifies the field of employment for capital, 
continually affords opportunities for fi^h investments, — as in 
newly invented machinery, &c., — inevitably tending to reduce 
the value of portions of capital already in existence, to an extent 
which varies indefinitely^ and can hardly ever be exjictly ascer- 
tained. In such cases, then, the gain to the community from the 
new investment may be much less than the interest earned by the 
investing individual; when we take into account the destniction 
of the utility of the previously existing capital. On the other 
hand, it is equally possible that it may be much more. For 
the social profit of an improvement in the instruments of 
production will obviously accrue in part to the consumers of the 
commodities produced, so far as producers using the impnived 
instniments are forced by competition to reduce the j)rice 
of their products below what was rcquircMl to remunemte the 
less efficient production which they have superseded. 

Further, while the progress of industrial civilisation causes 
the depreciation of some previously existing c«\pital, it adds 
value to other durable results of previous labour productively 
applied, which are protected by circumstiinces from competition, 
such as buildings in to>vns well situated for business. The re- 
sulting addition to the value of existing capital is, of coni-se, 
not due to saving ; while yet — if caused by an victual increase 
in the utility of the durable wealth in question — it may he 
a real addition to social capital. 

We must also note the large amount of results of labour 
for remote ends, more or less profitable to the community, 
which are not included in the “saving” of individuals as 
ordinarily estimated ; and which come but vaguely and slightly 
(if at all) within the operation of the law of such saving, as 
above formulated. Under this head will come a large amount of 
the improvements of agricultural land under a system of small 

' Improvements may easily be imagined which would annihilate vast portions 
of the productively invested wealth of individuals; such, for example, as a 
mechanical invention that superseded railways in England, or a development of 
trade that rendered English wheatgrowing unprofitable : and economic changes 
of this kind, though smaller in degree, are continually occurring. 
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&rmiiig (especially if the cultivator be also the owner); and 
similarly, a large part of the labour for remote results, that is 
spent tn utilising the opportunities continually presented for the 
successful establishment of new lucrative businesses in trade. 
Such labour can be but slightly affected by changes in the rate 
of interest. Still less is such a consideration onlinarily operative 
in determining the accumulation of the durable wealth that 
we have called “consumers’ capital”; so far at least as such 
wealth is commonly owned by the jKirsons using it. 

Finally, we must n4)t leave out of our calculation the increase 
of social resources due to labour from time to time expended in 
founding and developing institutions of public utility — edu- 
catiomil, sanitary, and the like — by which no profit is earned 
for individuals. Above all we must take account of the eco- 
nomic c*id vantages of the greatest of' human institutions, the 
State ; in building up which so much toil and other sticrifices 
have been incurred for distant results, from motives of patriotism 
or love of glory, without any reckoning of pecuniary returns to 
the individuals who have laboured. A statement of the Laws 
of Production is undeniably incomplete? withcnit an attempt to 
estimate systematically the economic benefits and drawbacks 
that spring fhim different jHiliticjil institutions and different 
principle's «and methods of administration. It seems, however, 
most convenient to defer all consideration of the tendencies of 
diffcjrent modes of govenimental interference, until in the 
concluding book we come to discuss these tendencies from the 
point of view of Art or Practice, and ask “ How far (if at all) 
“ and in what way ought Government to intervene with a view 
“ to making the produce of industry a maximum.” The answer 
to this question will indirectly supply an answer to the corre- 
sponding question that we should naturally raise here from the 
point of view of science ; so far, that is, tis it seems to be within 
the province? of the theoretical economist to deal with this latter 
inquiry. 
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CHAPTER I. 

INTRODUCTION. 

§ ]. We have iiow to consider what, in accordance with 
iisjige, I have given as the second part of the subject of 
economic science: the Theory of Distribution an(i Exchange. 
The notion of “ Exchange ” ma}^ be taken Jis sufficiently clear : 
but “ Uistribution ” I’equires some further explanation'. In the 
first place it should be obstTved that it is not strictly the 
Distribution of Wealth, but the Distribution of Prcnlucis with 
which we ai’e primarily concerned. We suppose* a s(x;iety in 
which the main part of the land and other instruments for 
producing we.alth are alixjady distributed among the members 
jis their private property : and this jue-existing distribution of 
j)r(xluc^rs’ wealth we do not profess to explain. Nor is it 
absolutely necessary, up to a certain point of our investigation, 
to imike any general assumption with rt*ganl to it: but in 
working out the details of our theory, we shall have to take 
note of the ine(juality that is chanu'teristic of this pre-existing 
distribution in all existing civilised societies. We shall have 
to supjKMse that some persons owm land and some capital in 
varying and sometimes considenible amounts, and that others 
have little or none of either ; and thai in neither case are the 
owners and the users altogether coincident. And it is con- 
venient to tissume this inequality throughout. 

' To prevent misunderstanding, I never employ the word “ Distribution ** — as 
it is sometimes used— to denote or include the processes of conveyance and 
retail trade that intervene between the completed manufacture of a consumable 
article and the commencement of its consumption. According to the view taken 
in the present treatise, these processes are conceived as a part of the whole 
process of Production. See page 12. 
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We may state, then, the main question which a Theory of 
Distribution attempts to answer as follows : “According to what 
“laws is the new increment of commodities, continually pro- 
“duced by the combination of the labour and unequally dis- 
“ tributod capital (including land) of different members of the 
“ community, shared among the different classes of persons who 
“have co-operated in producing it, either by their personal 
“ exertion — bodily or mental — or by allowing others to use their 
“ wealth, knowledge, or other resources ? ” The main part of this 
produce consists of the food, clothing, and other kinds of 
consumable wealth that are continually being made l>y pro- 
ducers svnd transferred to consumers : but this is ni>t the whole 
of it. For, firstly, it seems best to include under the term 
“ pn)duce ” all piirchaseable commodities, whether “ embodied in 
“ material objects ” or not ; on the grounds urged in the 
preceding book' (where, however, this extension of the inejining 
of “ produce ” was not fully adopted). Our object is to study 
the causes of the diffei-ent extents of command over “neees- 
“ saries and convenienc(?s,” obtained respectively by different 
members of the community, through the complicated system of 
co-openition by means of exchange on which the life of 
modem society dej)onds ; and since some portion of each one’s 
money income is spent in purchasing not material wealth but 
eduction, professional advice, &c., we must regard these 
utilities, no less than the material products of iiidustiy, jis 
practically “distributed” through the medium of the money 
payments that determine the nominal incomes of individuals: 
and the laws that govern the exchange values of these im- 
material commodities concern us as much <is those regulating 
the values of material prcnlucts. 

Again, we have to bear in mind that the new wealth 
produced in a society that is growing richer will consist jMirtly 
of new “ producers’ wealth ” — new railways, fiswtories, warehouses, 
an increased supply of new raw materials to be hereafter trans- 
formed into consumers’ wealth, and new auxiliary materials 
such as coal for steam-engines, &c. Such additions— so far as 
they are more than sufficient to compensate for the continual 
destruction, deterioration, and depreciation of capital — must be 


' See Book 1. c.'iii. g 4, p. 89. 
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regarded as part of the prcKluce distributed : it is, in fact, 
mainly this jNirt which is continually “saved” and added to 
the already existing accumulation of capital. 

“ Produce,” so understotKl, is nearly equivalent to the “ real 
“ income ” of the community during the period ; provided that 
we include in the notion of “real income” the unpurchased 
utilities that a man derives from his own labour or the unpsiid 
labour of members of his family — which an^ largely unrepre- 
sented in ordinary estimates of his mon(‘y income. Such 
utilities, indeed, are not in any onlinary sense “ distributed ” ; 
still, we cannot le«ave them out of {iccoiint in our investigation 
of the laws of distribution, at least if they have? a market value 
or il* the labour employed on them is of a kind that might — 
and under other ciTcu instances would — be employe<l in pro- 
ducing sjile^ible commodities. Of this kind, lor iiL'-tanee, is the 
labour (if cooking food, making or rtqiairing or ckjansing clothes 
and furniture, toiching childnui, carrying jiurchases from shops, 
and walking to and from jdaces of work : when we contemplate 
the rf^sulting utilities from the point of vitiw of the ^joinmunity, 
we find that a portion of them, vaiying at different times and 
places, is commonly ])uichased, and another portion of thfcin 
commonly unpurchiusi'd ; hence it would be manifestly misleiul- 
ing to confine our attention to the former, and to leave the 
latter entinJy out of sight. 

A varying portion of this iinpiid lalniur is employed in 
appropriating and utilising those “ s|x>nt;u)oous gifts of nature,” 
which at certsiin times and places are unpuiThased (except by 
th(^, labour of appropriation, &c.), while elsewhere and at other 
times they comniaiid an extm price through scfircity. We have 
alrtiiwly seen® that in comparing the wealth of differtuit societies 
at diffiTcnt times and places we must include these impurchased 
utilities in one tenii of the compwison if utilities of the same 
kind, having exchange value, are included in the other term ; 
and the same principle will obviously apply to the comparisons 

' There Ib some difficulty in determining precisely, yet so as to avoid 
paradox, the notion of amount of produce within a given period, when we 
include in ** produce*’ the additions to capital: but this difficulty — which is 
of no real importance in relation to the discussion which follows — will be more 
conveniently dealt with later on. See c. vi. § 1. 

® Book I. c. iii. § 1. 
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that have to be nmde in considering changes and differences in 
distribution. 

Further, we have to note that an important part of the 
consumable utilities enjoyed by the members of a civilised 
community within any given period — though properly included 
in the notion of “real income” — are not in any sense the 
result of the labour exerted within the period. I refej^ to the 
utilities derived from portions of consumers* wealth — such 21s 
land and buildings, pictures, statues, jewels, some kinds of 
books and furniture, &c. — which arc coinjMiratively durable; and, 
consequently, in civilised countries ai^e often handed down from 
father to son for many generations. Such utilities are not 
commonly included by economists in the aggregate of which 
they investigate the distribution: but, obviously, they cannot 
be left out of Jiccount in estimating the command — either of 
individuals or of the community generally — over the necessaries 
and conveniences of life within any given periods 

Still, these utilities derived from domestic labour or inherited 
consumers* wealth only concern us in a secondary and indirect 
way : our primary object of investigation is the distribution of 
the produce of the great system of co-operation through exchange, 
which forms the framework of modem industrial society. We 
are to examine the causes that detennine the shares in which 
the aggregate of utilities continually pnxluced by this system 
is divided among the independent individuals who have co- 
operated in producing it. We shall iissume generally that this 
division is brought about, as it mainly is in a modem industrial 
community, by free bargaining among persons seeking each his 
private interest, — extending the term “private** to include 
“ domestic ** interest, in the case of husbands and jwirents. Wo 
shall, accordingly, take note in a secondary way only of the 
domestic redistribution of shares industrially eiinied among 
members of a household who themselves earn little or nothing; 
and also of the almsgiving and donations of wealth for public 
objects by which the inequalities of the primary industrial 
distribution of produce are mitigated and its deficiencies supplo- 

> Of coarse to some extent such utilities are strictly produced” within the 
period; so far, namely, as they are due to the labour required from time to time 
for repairing and keeping in good condition houses and other kinds of durable 
consumers’ wealth. 
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mentfid ; — that is, only so far as these supplementary redistribu- 
tions influence the primary industrial division^ And so tar as 
industrial shares are to any considemble extent determined by 
law, custom, or current opinion as to what is just or equitable, 
excluding or ovemding free contract, our reasonings will only 
be applicable to them in a partial and qualified manner^ 

We shall also exclude from our present consideration the 
important share of the produce appropriated by Government, 
so far at least tis concems the trsinsfer of this share from the 
possession of individuals to that of the State, by means of 
taxation: though when we consider the influence exercised on 
the detennination of wages by the physical needs or “ standard 
“ of comfort ” of the labourer or his family, we must of course 
take account of what he is required to \}iiy for the services 
of Government. Moreover, the redistribution of tlie collected 
taxes among the members and employees of government, and 
in the way of govei-nmental expenditure, so far as it proceeds by 
free contnict, is to a grout extent siinihir in its detennination 
and effects to the distribution through free contract ^f the rest 
of the pnxiuce. 

§ 2. The shares of this industrial distribution are classified 
in Oldinary economic discussion us (1) wages of labour — a tenn 
which may conveniently be extended to include what are more 
commonly called the earnings or salaries of the higher kinds of 
labourers; (2) profits of jiersons employing labour together with 
capital and sometimes land ; (8) jiayments made to ownem 
of land or othi*r capital when employeti by non-owners, further 
distinguished as {a) rent paid for Lind or buildings, and 
(6) interest |)aid for the use of “ money ” tis is commoiily 
said, or of “ capital ” jis economists generally saj-. 

Without at present attempting a more exjict demarcation of 
these different shares, it is easily seen that each share repre- 
sents the price paid by society for a certain ser\'ico or utility 
contributed by the recipient of the shai*e. In tln‘ cjise of 

^ For instance, in investigating the minimum below which wages cannot 
pannanently fall, the effects of almsgiving, and of public provision for paupers, 
have to be taken into account. 

^ In the last chapter of this book I have endeavoured to reduce within 
its proper limits the currently recognised opposition between Competition and 
Custom. 
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wages, interest, and rent, this fact is obvious; since wages 
are paid directly for labour, rent for the use of land, and 
interest for the use of money or other capital. A* little 
more reflection is required to see the exact nature of the 
utility remunerated by profits. The profit obtained in any 
year by a man of business is only ascertainable indirectly, 
by taking the value of his capital (including land) at the 
end of the year, adding what he has taken out of his busi- 
ness from time to time for consumption, and subtracting the 
value of his original capital. In many businesses the result of 
this calculation will vary’ veiy grefitly in diSerent years ; some- 
times, doubtless, falling considerably below zero. Still we may 
assume that, on the average, the profit obtained by a business in 
which a given amount of capital is employed must be materially 
greater than the interest that could btj got by lending the same 
amount; and that the labour and thought required for the 
management of capital is not — ^like {e,g,) the labour of writing 
second-rate poems — supplied gratuitously by men of business as 
a class. This excess, then, of average profit f)ver possible 
intenist (and sometimes rent) is to be regarded as the price 
which society |)ays for the employer s labour ; and we may call 
it, after Mill, the employers Wages of Management*. 

It appears, then, that in all cases the different shares of the 
produce are obtained by what is, substantially if not fonnally, 
an exchange of certain services for the price that they will fetch 
in the market. The distribution, in fact, that we have to 
investigate is essentially Distribution through Exchange; in- 
volving usually a double exchange, of services for money and 
of money for consumable commodities. It is from this in- 
timate connexion of the two notions that I am unable to 
follow Mill in separating the theoiy of distribution from 
the theory of the exchange value of material commodities. 
Mill’s procedure was due, I think, partly to an erroneous 
view of the laws governing wages and profits; partly to 
a wish to lay stress on the extent to which the shares of 
produce have actually been determined not by free bargaining, 
but by custom. And it is, no doubt, a noteworthy fact in 

^ Mill’s own term is ** Wages of Superintendence but ** superintendence ” 
seems to me less adapted than ** maxiagement “ to denote the whole of the 
complex function of the entrepreneur of a business. 
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economic history that wjiges, interest, and rent have con- 
tinued to be more or less determined by law or custom long 
after the prices of pnxhicts hjul come to be generally settled by 
the free “ higgling of the market.” But this divergence belongs 
to a stiige in economic development which the moat industrially 
advanced portions of civilised mankind have now, in the main, 
left behind : in the mcKlem industrial community wages, interest, 
and rent dinKjtly, and profits indirectly, are, in the main, as 
much determined by free contract >is the prices of material 
commodities. 

It remains to d(jcide. whether we shall examine first th(i 
remunerations of producers or the prices of products. I have 
adopted the latter course, chiefly bewiuse in examining the 
prices of products, we shall b(‘ <lealing approximately with 
concn^te facts, phenomema of industr}’' admitting of statistical! 
investigjition ; whereas the remunerations of different chisscs of 
productive services, as defined by economists, are, to a greater 
extent, elements arrived at by abstnict economic analysis. 
Acconfingly, as one of my chi<»f aims is to eliminate con- 
troversies due to an unguarded use of abstract conceptions, 
it seeiiKid on the whole most convenient to begin as close a§ 
f)ossible to concrete fiicts, and procecjd grulually fhim them to 
such abstrjict notions as that of Ricartlian Rent. I shall, 
therefore, occupy the two following chapters with an examination 
of the Laws according to which the Exchange Value of material 
products tends to be comjKititively* determined. The value 
of Money will require a sepjirate discussion, iis the defini- 
tion of the term Money has first to be cart»fully considenid. 
Acconlingly, the fourth and fifth chapters will be occupied 
respectively with the Definition of Money, and the theory of 
the Value of Money; from which latter subjec^t wc shall pass 
by <in easy transition to the determ in, tion of Interest, with 
which, in the sixth chapter, the t‘X|)08ition of th(i Theory of 
Distribution will commence. 

Note. Mr Walker, in his instructive book on The Wagee 
(chap, i.), states that “vast amounts of wealth are ex- 
“ changed which are not distributed”; giving as an example the case 

^ I have adopted this phrase as a convenient abbreviation for ** deter uiined 
“ under the inilnenoe of free competition.” 

B. p. B. ' 
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of a small American farmer, proprietor of a farm in one of the 
Southern sea-board States, for which he and his family supply all the 
labour required. He says that all the cotton produced on such 
a farm is ^‘not distributed,’* though it is exchanged, being sold 
^*to purchase breadstuff's, clothing, West-lndia goods, Ac.” Tlijs 
seems to me to imply a misleadingly narrow view of Distribution. 
The cotton, no doubt, is not distributed hy the farmer ; but I 
conceive that the breadstuff's, clotliing, Ac. are properly regarded 
as distributed to him. They constitute his share of the aggregate 
produce of the industrial society of which he is a member; a 
share which increases or diminishes, according as the value of 
the service rendered by him to society in producing cotton rises 
or falls, that is, as compared .with the services rendered by the 
producers of breadstuffs, Ac. And similarly, of course, the cotton 
sold by him will be distributed through exchange among other* 
producers. 



CHAFrER II. 

THEORV OV EXCHANGE VALUE OF MATERIAL PRODUCTS. 

§ I. The main jissiimptions on which English econoiniwsts 
since Ricanlo have generally pr<x3oede(l, in their investigations 
of the laws f)f value, ha^•e been briefly discussed in an earlier 
chapterL But before examining the theory in detail, it will 
bo desirable to stjite thc»se assumptions again somewhat more 
fully ; because, although the actual facts of indiistiy' correspond 
t(» them approximately, the degree of appn^ximation varies veiy 
much in diffi^rent cases. 

1. We assume that eveiy" person concerned in the ex- 
change of the article in questi<m aims with on! inary intelligenci^ 
at selling his goo<ls for the highest price which he can get for 
them ; neither law nor custom intervening so tis seriously to 
aifect the success of his endeavour. When this >issi4mj>tion 
is stated in its most general fonn, we must undiu*stancl “j>rice” 
to moan “balance of total advantages obtained by the trans- 
“ action over any dniwbacks that may bt' incident to it.” But, 
genenilly sj)eaking, in the sale of material jwoducts, the only 
dmwback is the expense of forwanling the aHicle to the buyer 
(so far iis this is undertjiken by the stdlc*r) which may be simply 
subtracted from the price; while the atlvfintages, with one im- 
jK>i1.ant exception, ai-e wholly comimsed in the money-price of 
the article. The exception is that a dealer frequently htia an 
interest in dealing with one chiss of puixjhasers rather than 
another, with a view to the establishment of a business. But 
within large limits it is in most cjises true that any differences 
among purchasers are indiffei-ent to the seller of goods, except 
so far as one offens a higher money-price than another; and, for 


^ Introdviction, c. iii. 


12—2 
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Bimplicity, I shall assume this to be the case in the follo'wuug 
discussion. 

Generally speaking, there are many independent buyei-s and 
sellers making similar exchanges at approximately the same 
time: and if they act without concert, — though the effort of 
each party to obtain the most fav<»urable terms for himself will 
continually tend to produce an approximate uniformity in the 
rates of exchange for similar commoditk^s, — there will continually 
be slight variations, due to the varying needs, circumstances, 
and judgments of different sellers and purchasers: and the 
changes in price of which we are about to examine the causes 
will take place through an unconcerted coincidence in direction 
of these individual variations. This is the condition of things, 
denoted by the phrase “ open competition,” which is commonly 
assumKl in economic reiisonings. Under certain circumstances, 
however, it is the interest of dealers in a commcKlity to enter 
into a deliberate combination to dictate terms of exchange ; and 
hgre and there an individual — my an emirumt artist or the 
proprietor of a vineyard of special quality— cjontiDls the whole 
supply of some uniquely valuable* commodity and can singly fix 
its price. More often, again, Mono|)oly and Competition are 
fjombined: an individual or combination contnds so large a jKirt 
of the supply of a certain article cis to be able to raise or lower 
its price at will within cei'tain limits, but not beyond tht*m. 
Such cases of monopoly, total or partial, do not ordinarily lie 
beyond the range of <*conomic science : we c^in generally* deter- 
mine the rate of exchange which enlightened self-interest will 
prompt the monopolist to ofier by reiisorn’iig similar to that by 
which we determine the results to which open competition 
would lead: and it is import^int pnictically, jis well as for 
theoretical completeness, to do this. In the present chapter, 
however, I shall only treat of monopoly briefly and by way of 
introduction to the theory of compi^titive prices; reserving a 
fuller discussion of monopoly and combination to a later chapter 
(chapter X.). 

2. Here, therefore, except where it is otherwise stated, I 
assume that the competition of dealers in a market® is perfectly 

^ The chief exceptional case, in which such determination may be excluded, 
is where monopolist ie bargaining with monopolist. See c. x. § 5. 

* For the meaning of market, see p. 44. 
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free and open; that the prices at which transactions actually 
take place are I'eadily ascertainable by all dealers ; and that, in 
consequence, at the same time and place wares of the same 
quality are sold for approximately the same money-price. 
Strictly speaking, we have no ground for iissuming this identity 
of price, except where the quantities sold are approximately 
the same; since the trouble of the seller, the remuneration of 
ivhich is included in the price, d<x.‘8 not vary materially with 
the amount; so that we should expect a reduction of price fi>r 
large tmnsactions. And in fiict such a reduction is iictually nuide 
in ceitain dealings both wholesale and retail. It is, for exanqile, 
partly on this account, partly- from the importance of business 
connexion, that large dealem commonly sell to the retailers of 
their commodities at a price lower than that charged to pur- 
chaser for consumj)tion. But in wholesale transactions among 
deah^rs it is generally convenient to have a fixed jirice (ix^r 
unit) for all amounts in which it is worth while to deal at all ; 
and for simplicity we will suppose this to be the case in the 
transactions which we examine. I shall assume, therefore, that 
“ the mark(*t jirice of w^hich w’e speak is at any given time and 
jdace the sjime per unit for all quantities sold. The markeJ 
need not necessiirily be at one place; only if it extend over 
a ctuisiderable spice, the price cannot be sissumed to be 
strictly the same, but the same allowing for exjienses of 
tr<insport. 

I further {ussume that the 2 >i’<>ducts whose price we 
are investigating are ma<le solely to be sold ; and not partly 
foi* the consumption of the prxliicer. In the existing organisa- 
tion of industi^’, the extent to which any jmxlucer sujiplies 
his own consunqitiou is trifling in mo^st industries; and so far 
as the case is otherwise, we may con venii ‘inly avoid comjilication 
by the fiction of supposing the prodiu- r to sell to himself at 
the market-mte w'hatever shai'e of his own products he and his 
family consume. Only w^herever this share is a considemble 
proportion of the whole, as is sometimes the ciise with small 
agricultui-al producere, it must be borne in mind that the same 
individuals have to be regarded in two aspects at once, as pro- 
ducers and consumers; and that their gfiins in the latter 
character will partially counterbalance any losses through cheap- 
ness that may befall them in the former character. 
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4, A minor deviation from facts which it is convenient 
to make is the assumption that variations in price are con- 
tinuous. In reality, of course, the difference between the dif- 
ferent prices of the smallest quantity customarily sold can 
hardly be less than the smallest current coin; and in retail 
sales of low-priced articles this necessity practically modifies 
to an important extent the effect on actual prices of changes 
in the forces determining value. 

5. Besides commercial competition” — to use Cainies*s 
phrases — I also tissurne effective “ industrial competition ” 
within the region cfmteinplated. That is, I ^issume that pro- 
ducers as well 2 is traders aim at selling their services for the 
highest price attainable, and therefoi'e tend to be attracted, by 
a higher rate of remuneration, both from district to district, 
and from industiy to industiy^ Hence I infer (1) that ap- 
proximately the same wages will tend to be paid for the sjime 
quality of labour in any one industry ; and (2) that when the 
remuneration of labourers or capitalists in any industiy is 
known to be higher than that of labourers or capitalists in 
some other industry not entailing materially greater sacrifice 
dr outlay or requiring scarcer qualifications, the difference will 
tend to be gradually reduced by the attnictions which this 
higher remuneration exerc*.ises on actual or j)n)S|K^ctive labourers 
or employers. The extent, however, to which this tendency 
may be assumed to operate, without deviating too widely from 
iictual facts, will require careful discussion. 

The theoiy of market values or prices, as (U;tenninejl by 
supply and demand, depends on the assumption of comineivial 
competition (so far as combination is excluded): while the 
theoiy of " natural ” or “ nonnal ” values or jiricijs, so far as 
they are determined by cost of production, depends on the 
assumption of industrial competition. 

§ 2. J. S. Mill, in the thin! l>ook of his Political EJeonomy. 
(chapters i.-— vi.), has given an explanation, lucid and in the main 
sound, of the manner in which the operation of these two quite 
different kinds of competition is combined. Considering the 
wide popularity of Mill’s treatise, it seems to me convenient 
to begin by giving a summaiy^ of his exposition, slightly 

* This sammary is taken partly from Mill’s own summary in his Book III. 
c. vi., partly from passages in the preceding chapters of the same book. 
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corrected, and afterwanls to discusa more fully the pointB in 
which it seems to me to need qiialihcation and further de- 
velopment. 

“The temporary or market value of a thing dejiends on 
“the demand and supply; rising as the demand rises, and 
“falling as the supply rises. The demand, however, varies 
“with the value, being generally greater when the thing is 
“cheap than when it is dear; and the value always fidjusts 
“itself in such a manner, that the dt^mand is equal to the 
“ supply. 

“Besides their tempomiy value, things havt* also a per- 
“mantmt, or, as it may be ciillerl, a Natural Value, to which 
“ the market value, after eviTv variat ion, always tends to 
. “ return.” 

In considering the determination of this natural value, w'o 
will, in the first instjvnce, assume that t‘ach coimmxlity may be 
treated as the singh* result of an ind(jpendent proceiss of })ro- 
duction'. Making this assumption, we have to distinc^iiish three 
different classes of commodities. First, there is a small cIjiss of 
things which — either through natural scarcity or through 
monopoly — are so limited in quantity, that “ their value is 
“ entirely detennined by demand and siipj)ly ; Siive that their 
“ cost of production (if the}'^ have any) constitutes a minimum 
“bi‘low which they cannot permanently fall.” Secondly, there 
is an important chiss of things — chiefly manufactured articles 
in which the main element of cost is labour of some onlinaiy 
kind — of which the quantity j)r<Mluced may be increased to a 
practic^illy indefinite extent, \vithi»ut any consequent material 
change in their cost of prsluction. Any such article may, 
acconlingly, be reganled tis having at any given time a iinifonn 
average cost of priKluction, indepimder^t of the amount pro- 
duced : and this being so, such jirticle> tend to “ exchange for 
“ one another in the ratio of their cost of production, or at what 
“ may be termed their cost value”: that is, a value “sufficient to 
“ repay the cost of production, and to afford besides the ordinary 
“expectation of profit (regard being had to the degree of 
“ eligibility of the employment in other respects).” Hence the 
value of such things “ does not depend (except accidentally, and 

^ The more complex case of commodities that have a joint cost of production 
is considered later (§ 10 of this chapter). 
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“ during the time necessary for production to adjust itself) upon 
demand and supply; on the contrary, demand and supply 
“ depend upon it. Thoi’e is a demand for a certain quantity of 
“each commodity at its cost value, and to that the supply in 
“the long run endeavours to conform,” through the desire of 
capitalists to make the highest possible profits, which causes 
capital to be continually withdmwn from less pn)fitablc and 
invested in more profitable industries. It must not be supposed 
that thjs “ cost value ” is something permanentl}’^ fixed : it is 
liable to change continually — aind tends generally to fall some- 
what — {is industry piT)gresses; and when such changes occur, 
the market value may for a time deviate marktjdly fi-om the 
cost value. Still, it is not necessjiry, in oitler to make the value 
of a thing eonfonn approximately to its cost of j^roduction, 
“that its supply should actually be either increased or di- 
“ mini shed.... The mere possibility often suffices; the deal era 
“are aware of what would happen, and their mutual com- 
“ petition mak(‘s thtuii anticipate the result by lowering the 
“ price.” 

Finally, there is a thinl chiss of comm<Klities — exemplified 
by most products of agriculture and mining — “ which have, not 
“one, but several costs of production; which can always be 
“increased in quantity l)y labour and capital,” but only at a 
continually increasing cost. The natural value of such things 
is “ determined by the cost of that portion of the supply which 
“ is produc(id and brought to market at the greiitest exj)ense ” — 
so far as the expense is not due to want of skill or to exceptional 
ill-fortune on the producers part: the relation of natural to 
market value being simihir to that existing in the ca.se just 
discussed. 

Further analysis shews that “cost of production consists 
“of seveml elements, some of which are constant and uni- 
“versal, others occasional. The univei'sal elements f)f cost, 
“of production are the wages of the labour, iind the profits 
“ of the capital. The occasional cjlements are taxes, and 
“any extra cost occasioned by a scarcity value of some of the 
“ requisites.” 

“Omitting the occasional eleiiieiits,” so far as things admit 
of indefinite increase at a unifbmi cost, they “naturally and 
“permanently exchange for each other according to the com- 
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"parative amount of wages which must be |)aid for producing 
“them, and the comparative amount of profits which must be 
“ obtained by the capitalists who jiay those wages.” 

“If one of two things commands, on the average, a 
“gi’eater value than the other, the cause must be that it re- 
“ quires for its prcKluction either a greater quantity of labour, 
“or a kind of labour pennanently paid at a higher Kite; or 
“ that the capital, or part of the capital,” employed in buying 
that labour, must be invested “ for a longer perifnl ; or, lastly, 
“ that the pnxluction is attended with some circumstance which 
“requii’es to be compen.siited by a permanently higlu ?- Kite 
“of profit.” 

The further tixplanation and qualification of the theoiy 
above summarised, which 1 propose to give in the present 
chapter, iniiy be conveniently commenced by lemoving some 
ambiguities in the canlinal terms used in stating it. In the 
first phice, I ought to explain that 1 shall generally substitute 
the tenn “price” — which, when used without qualification, will 
always denote “exchange value in money” — lor the more 
abstract tenn “value” which Mill j)refei*s; believing that the 
greater familiarity and definiteness of the notion of “price” ^dll 
render it ejisier for the reader to follow the retusonings of this 
chapter. I’his us(* of Price* for Value* reepiire^s us to suppose 
that the piiix*hjising jK>we»r of iiiemey relatively to commodities 
in general — exclusive of the erne wdio.se value is investigated — 
reiinains unchanged : but no material error is inti*oduce*d by this 
supposition at the present stage of oeir iliscussion. 

Secondly, the reeieler sheuild beju* in mind that in the noti«m 
of Cost of PixKluction we include the cost of bringing to market 
the product in question. In investigating the prices of the 
products of InteiTiational Trade we sh.ill also take note of the 
furthej* expenses that may have to L » borac by the seller or by 
the puitshaser of the product, in conveying the o<piivalent of the 
commodity sold bock from the market to the place where the 
seller wishes to use it. But this considenxtion may bo omitted, 
without important eiTor, in dealing with commodities pivjduced 
and sold within such a countiy jxs England, — to which in the 
present chapter we may conveniently confine our attention. 

Further, there is an ambiguity in the terms describing 
changes in demand, which requires to be carefully removed. 
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It seems to me, as to Mill, most convenient to mean by “ increase 
of demand ” increase of the quantity demanded of an article* : 
but if so, when we say (1) that a fall of value causes an 
“increased demand,” and also (2) that “if the demand in- 
“ creases the value rises,” there is an apjKircnt inconsistency 
which needs to be explained. The explanation is that in 
afHniiing the first proposition we are supposing a change in the 
value of a commodity to take place in consequence of causes 
affecting its supply, while the purchasers* estimate of its com- 
jmrative utility remains unchanged. We tissume that for any 
given price there is a certain amount which purchasers are 
willing to take at that price ; and that, sup]:K)sing other things 
unchanged, this amount will be greater when the price is lower 
ami less when it is higher. This follows fnmi the doctrine, 
already explained*, that the price of any ware tends to corre- 
spond to the “final utility” of the total quantity pui’chased, 
i.g., to the utility of the last additional portion that, acconling 
to the ivsiiltant estimate of the aggregate of purchjisers, it is just 
worth while to purchase at the price*.. In applying this concep- 
tion, however, it must be borne in mind that, owing to the 
unequal distribution of wealth, the same price represents very 
different degrees of utility in relation to different purchiisiu’s. For 
example, if the price of a newspaper were reduced from 2d. to 
Id., two men, one rich and one poor, might be thereby induced to 
take it in ; but the Id. would represent a much higher estimate 
of its value in use on the jwirt of the poor man. Thus T.he 
quantity of a cx^imrnodity demandid at any given j)ric(i is the 
result of a numb(*r of veiy diverse estimates of its final utility 
made under indefinitely varying conditions : and each variation 
in demand, corresponding to a change in price, is generally 
a compound effect of a number of different readjustments of 
these estimates, rendered necessary by the change in j)rice. 
We have, therefore, no means of knowing d priori what will 
be the exact extent of the variation in demand for any given 
change in price, and we make no general assumption with 


1 Cairnes prefers to meaeure demand not by quantity of commodity de- 
**manded*’ but by ** quantity of purchasing power offered for it”; and there 
are certainly Bome advantages in adopting this view : but, on the whole, 1 prefer 
Mill’ll. See the first note on page 239. 

* See pages 82, 83. 
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regard to it. All that we assume is that for every rise [or fall] 
in the price of a commodity, other things remaining the same, 
there will be a decrease [or increase] in the amount of it which 
can be sold at the price’. On the other hand, when we speak of 
‘'price rising as demand rises” we are contemplating the effect of 
some change in the causes of demand, other than variation of 
price. We are supposing that owing to scune alteration in stjcial 
needs or desires, or in the supply of some other commodity, or 
jKjrhaps in the general wealth of society, the amount of* the com- 
modity in question demandi'd at the old price has increased. 
This effect, sup 2 >oaing the supply of the commodity to remain 
uiichang<Ml, is commonly exjjrtvssed by fwiying that “ the demand 
“is in excess of the supply.” But this being so, ficcording to 
our genend assumption of a continuous variation in demand 
corresponding, but in an ojiposite direction, to arn variation in 
price, there will be some higher price at which the? demand will 
be equal to the supply ; it is obviously the interest of the scullers 
to raise their price till it rejiches this point, find thc‘ competition 
of th(‘ buyers will enable them so to raise it. li chus appears 
that the phrase “ increase of demand ” is currently used to denote 
two different facts : (1) the inensuse in quantity demanded which 
would result from any fall in ju-ice, siqqwising other conditirms 
of deiTifind to ivniain unchanged ; and (2) fin increase in the 
ipiantity demanded at a given price, due to changt*s in condi- 
tions of demand other thfin variation in ])rice. It is convenient 
to have two unambiguous tenns to distinguish these two dif- 
ferent kinds of change in ilemand ; and I think it will be in 
ficcoidance with iisfige to s^ieak of the former as an extension of 
demand, and of the lattei* as a rise or intensification t>f d(‘.miind. 
I shall, therefore, always use thest‘ terms so ; and similarly I shall 
use “ reduction ” and “ fall ” fis the opj)i».Nites of “ extension ” and 
“ rise ” respectively. 

‘ This aBBiiinptioD, as Thornton Iirh pointed out, is noc found to hold in all 
Bales that actually occur ; it may eapily happen that at a particular time and 
place a moderate change in the price of a given article would not alter the 
number of peraons willing to purchaae it. None the less is the aRBumption, 
I think, perfectly legitimate aa a acientific hypothesis for the purposeB of general 
deductive reasoning; since it repreBents in a simple form, with approximate 
accuracy, the moat important facts with which the theory is concerned, — namely, 
those of wholesale trade almost universally, and to a great extent those of retail 
trade and other exchanges, so far aB regards commodities largely dealt in by 
purchasers of various degrees of wealth. 
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It ought to be borne in mind that not only may the demand 
for any one commodity vaiy quite dilferently from the demand 
for any other, but also that the demand for the same com- 
modity may vary differently at different times. In fact, if we 
could cciistruct a scale of the variations in demand for any 
given commodity that would result ceteris paribus from any 
given series of variations in its price, we should doubtless find 
such a scale continually varying, as the amount of wealth in any 
community, the manner of its distribution, and social customs 
and fashions change. But for our present purpose it will be 
convenient to assume, where the contmry is not exjn’essly 
stated, that the scalti of demand for each of our comiufKiities 
remains unaltei*ed, during the period that entei*s into our 
consideration. 

§ 3. Assuming then that the price of any commodity and the 
demand for it vary together continuously but in opposite direc- 
tions ju*,cordiug to a certain scale, it is evident that for any 
given quantity of the article “sup])lied” or ottere«i for sale, 
there must be some price at which (to use Mill’s phrase) “ the 
“equation of demand and supply” will be ixialised, — that is, 
at •which the quantity demanded by ]mi*chasei*s in geneiul will 
be just ecjual to the given quantity. Hence*, if the quantity of 
the article supplied is fixed independently of its price, and has 
to be sold for any price that can be got for it, this equation of 
demand and sujqdy will detennine the market-price of the 
.article ; and in the case of an article whose price is kept above 
cost value by the limitation of its quantity, the natuml or 
normal value will be similarly determined. But, in most cases, 
we CtUinot Jissume supjily to Ik* independent of price: as Mill 
himself j)oints out, demand and supply are frequently equalised, 
not by an extended denmnd i*esulting from cheapness, but by 
“ withdrawing a pirt of the supply.” So far as this is the C4ise, 
the detennination of value is necessarily more complicated than 
Mill’s exposition recognises, and requires a fuller investigation 
of the influence of price on supply. 

In making this investigation, I shall suppose, in the fimt 
instance*, that the commixlities in question are obtained by 
de^ilers from producers, and that any second-hand supply, sent 

* The case of second-hand supply is discuBsed in the concluding section of 
this chapter. 
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back into the market by persons who have purchfisod for con- 
sumption, may ho neglected, — a sup})osition which is sictually 
true of almost all commt)dities consumed in a single use, and 
approximately true of many others. It will ho convenient to 
consider first commodities belonging to Mills first class, of which 
the natural no loss than the market value is stated to be 
determined by supply and demand. These art; commodities 
of which the supply is insufficient to sjxtisly the whole of the 
demand that would exist for them at their cost value. MilD 
says that such things are at a “scarcity’* or “monop)ly” value. 
He thus uses as convertible two tenns which I find it necessary 
to distinguish ; since it nuikes an important diff'enmce in the 
deteimination of the v«alue of a scarce article, whether its 
supj)ly is (1) controlled by a single seller, or several sellers who 
c-oinbining act as one, or is (2) in the hjiiids of several sellers, 
comp(;ting freely with one another. It will be convimieiit to 
use the tenn “monop)ly” to imply the former state of things, 
juid to call the latter ciiso that of simple “ scanuty.'' It should 
Ik‘ obserwd that a monopdised article will not necesstirily be 
tw^jirce: since a man may control th(‘ sole supply of any ware 
find yet be unable to sell it at a price exceeding the cost valhe : 
indeed it may easily happen that he has to sell it (if at all) for 
a lower price still, as is the case (e.g,) with the authors of un- 
rt*adable books. But we need not here concern ourselves with 
a monopoly of this unprofitable kind. 

§ 4. Let us th(;n begin by c/)nsidering how supply will be 
determined in the cjise of a profitable monopoly. Here it soon 
appars that the effects of monopoly on value are very different 
under different conditions. There are son»e monopolised 
commodities for which the demand is keen, while the whole 
amount that it is possible to produce is veiy limited, and the 
additional expense of production involved in producing a larger 
amount instead of a smaller is comjiamtively small. In the 
case of such commexHties, the decretise in price required to 
extend the demand sufficiently to meet any possible (extension 
of supply will never be so gretit as to make the total j)rofit on a 
larger quantity less than the total profit on a smaller. If, for 
example, the average prcxiuce of the Johannisberg vineyard were 
increased by one-half, without any decline in quiility, it would 
^ FoUowing Adam Smith. 
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be necesnar}’^ to lower the price a little to get all the vintage 
sold off ; but it would not be necessary to decrease it by nearly 
so much as one-third, so that (allowing for the additional 
expense of production) the net revenue of the proprietor of 
the vineyard would be considerably increased. In all such 
cases, then, the detennination of supply is very simple : since 
self-interest will lejid the pif)prietor of the commtxlity to 
produce and offer for sale iis large an amount Jis he win. In 
other cases the monopolist has to limit the supply artificially, in 
order to secure the highest possible net profit : thus — to take 
Mill’s illustration — the Dutch East India Company used, in 
gO(Kl scjasons, to destroy a portion of the prtMluce of the Sj)ice 
Islands ; judging that, if they tried to foi-ce a market for the 
whole produce, the price W(>uld fall so much that their not 
profit would be materially reduced. In cases of this latter kind 
it is obviously possible that the sale of a larger quantity at a 
lower price may bring hi tlie s^xme profit as the sale (if a smaller 
quantity at a higher price : so that there may be no economic 
reason why the monopolist should choose one of the two 
quantities rather than the other: the “equation of sujiply and 
“demand” may thus be established indifferently at either of 
the two diffeivnt values*. 

So far the articles (considered have been luxuries ; foi- which 
the maximum price obtainable is closely limited and could not 
exceed an amount small in jirojKirtion to the whole resources 
of the purchjisei-s. But it is quite conceivable that an article 
absolutely necessary to subsistence might be thus monopolised ; 
in which case the pcjssible pecuniary gain of the monopolist, on 
the assumption of peifect commercial freedom, and ajMirt fnun 
legal interf'ei’eiice or the fear of popular indignation, would theo- 
reticiilly amount to the whole spare wealth of the region affected 
by the monojioly. In practice, no doubt, the monopolist s charges 
would be kept far below this theoretiwil maximum. 

§ 5. Let us now consider the case of what I have called 
“ simple scarcity value ” ; where a c^oinniodity, kept thixiugh 
scarcity above cost price, is sold by a number of persons who do 
not combine. Here, generally speaking, the amount of supply 

^ For Bimplicity’8 sake I have omitted the consideration of the varying time 
required for disposing of the stock of a commodity, according to the price: 
for this see § 6. 
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will be practically Nettled by the dealers selling all that they 
can bring to market. But it may happen here — just os in the 
case of strict monopoly— that if each individual seller aimed 
intelligently at obtaining the greatest jiossible profit, and w'ei*e 
able to rely on an equal exercise of enlightened self-regard on 
the pirt of all the rest, e*ich would artificially limit his supply : 
though the limitations thus introduced would generally be 
different from those of a strictly monopolised commodity. For 
a point at which it would be the combined inteivst of the sollci's 
to stop the siqiply, if only e«ich could rely on all the? others 
doing the same, would generally be a point at which it would 
be any individual sellers immediate interest to a<id to his 
supply ; since the fall in the price of his commodity Ciiused by 
this a<l(lition would genenilly be morc^ than compensated by the 
profit on the extra amount that he would sell; and thus self- 
interest without concert would prompt each and all to enlarge 
the supply until it reached the point at which each would 
immediately lose by going further. But the detennination of 
this punt hiis, I conceive, hardly any practical interest'; since 


^ Merely fur the nake of illuBtration, 1 have workcMl out tlie following 
example of what might occur if the Hupply of a commodity were controlled by 
a small uuinber of persoiiB who did not combine, 8a])()OBiug that the conditions 
of demand wore precisely known and that each could tlioroughly rely on the 
enlightened self-interest of the others. Let nn suppose that there are two 
springs of mineral water of the same quality, possessed and worked by two 
different persous. Let us suppose that the necessary expense of working each 
spring is £50 a month (including ordinaiy profit on the capital laid out in 
the original purchase) and that the expense of bringing to market each ad- 
ditional dozen bottles of the water may bo estimated at lx. Let us suppobe 
the demand to be of such a kind that 500 dozen bottles a raontli can be 
sold for 9x. 6d. a dozen, but that the price must be lowered to 5x. to take off 
1000 dozen a month ; while if the supply were increased further the price 
per dozen would have to bo reduce<] so much that the gain on the additional 
amount sold w'ould not compensate for the h'ss on the rest. Under these 
circamstanoes it would obviously be more profitable for the two, if they conld 
act in concert, to produce only 500 dozen a mouth : as in this case they would 
divide an extra profit of £112. 10*. {500 x 8x. (id. - £100), while if they sold 
1000 dozen they would only divide £100 (1000 x 4x. - £100). But if there is no 
concert between them, it will not be the interest of eacdi to limit his pioduotiou 
to 250 dozen : for if either were to do this it would obviously be the interest 
of the other to increase his own production to 750 dozen ; since by that means 
he would gain an extra profit of £100 (750 x 4tr. -£50), while it would be a 
matter of indifference — or even satisfaction— to him that his rival’s extra 
profit was simultaneously reduced to zero. Each, therefore, would extend his 
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in practice such sellers — if combination were for some reason 
impracticabhi — would be almost certain to go beyond this point, 
and to sell Jis much jis they could. For though each would 
immediately lose somewhat by so doing, his own loss would be 
much less than the loss he would inflict on the i-est ; since the 
pric^e would fall for all alike, while he alone would be partly 
compensated by his profit on the extra amount he sold. On 
the other hand, if one seller were mistakenly to limit his 
supply, he would injure himself alone, while slightly benefiting 
his rivals. Under these conditions the coolest self-interest 
would prefer to err in the direction of extending supply; so 
that each would find it better on the whole to guard against 
the danger of such error on the pihrt of others, by ('Xtending his 
own supply : so long, that is, as it remained at a sctircity value. 
Hence in the cjise of a scarce article sold under open competition, 
the equation of supply and demand is j)ractic^illy almost certain 
to be realised by the simple process of selling the whole supply 
for what it will fetch. 

§ 0. Let us pass to consider how the market-price will be 
determined in the cuise of a commodity of which the supply CAn 
bt‘ indefinitely increas(»d. We have scjen that industrial eom- 
jietition continually tends to make such market-price gravitate 
towanls what Mill calls the “natural” or “cost” price of the 
commtKlity, though, through transient variations in supply or 
demand, it is continually liable to deviate — up or down — from 
this natural price. The question then is, how the exfict point 
which it at any time*, rejiches in its oscillations will be com- 
petitively determined; since it is clear, as was s^iid, that the 
quantity offertKl will depend on the price, fus well as the 
queantity demanded : dealers arc continually decided to sell or 
hold their stocks by the prico prevailing in the market. Let us 
»issume in the first instance (1 ) that production and consumption 
continue at a uniform rate through the yeiir, and (2) that the 
commodity is not one that will deteriorate through being kept. 

production to 500 dozen; but not further if he could rely entirely on the 
enlightened Belf-interest of the other. 

As I have said in the text, the realisation of the conditions supposed is 
practically out of the question : but the case has a certain theoretical interest, 
as a conceivable transitional link between monopoly and competition. My 
conception of it is derived from Cournot {Prifieipes Mathimatiquet de la ThSorie 
des Richettet), 
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Then, if we take any single dealer who has a stock of the com- 
modity, we see that he will gain by selling it, 'unless he has 
reason to expect that the price at some definite distance of 
time will be higher than the present price by an amount more 
than sufficient to compensate him for his loss of interest or 
profit* on the capital locked up in the unsold stock, together 
with the expense and trouble of taking care of the goods. 
Hence, if we suppose that all the dealers have full information 
and perfect foresight, and that none of them would have to pay 
more than ordinary interest on borrowed money, we may infer 
that competition will keep the price at the point at which there 
is equal expectation of advantage in selling or holding back; 

at which any expected rise in prices is estimated as just 
sufficient to compensate for expense and loss on the stock kept 
back. Thus, so long as the price at any time is raised above 
cost price, these hypothetical dealers will sell all their stocks, 
unless they foresee in the proximate future a rise in dem;uid 
more than sufficient to counterlwilance the increase of supply* 
which the high price will tend to cause. If, on the other hand, 
the market-price should fall below cost price, owing to a 
temjiorary over-pro<luction, the action of the dealers in keeping 
back supply will check the fall at the point at which the differ- 
ence between ayst price and market-price is estimated as about 
equal to the probable loss on the sttKjk kept back, during the 
time (?x]:)ecte(i to elapse before the price rises again to cost 
point. Such would be the result under the simplified conditions 
that we have supposed ; and such will tend to be the result, in 
proportion as these conditions are approximately realiswl in 
pmctice. But actually, of course, the supply that is kept back 
in any market partly depends on differences of opinion on the 
part of different dealers as to the future prospects of supply (or 

demand). It also depends, to a perhaps greater extent, on 
• 

1 Whether the dealer will require to be oompenRated for loss of interest 
merely, or for Iors of profit, dependn upon the condition of hi8 business. If he 
does nut see his way to using money profitably in his own line of business, 
he will only consider that he has to be compensated for loss of interest : but if 
business is flourishing, he will consider that he could be earning traders* profit 
on the money looked up. 

^ This increase may be caused either by stimulating production within the 
area from which the market in question has previoosly been supplied; or by 
extending this area, and attracting supplies from more distant producers, 
s. p. E. 13 
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difFerences in another condition in which the theory as above 
given assumed uniformity. We have spoken of “ loss of interest ” 
as if there were a uniform rate of interest for all dealers ; but it 
commonly happens that any trading body includes dealers in 
very different pecuniary circumstances; and some who would 
have to borrow at a higher rate than others. Hence these 
dealers may gain by selling off their goods at a price at which 
others will gain by keeping them back. 

It may be observed that, under our h 3 rpothetical conditions, 
a rise in the general rate of interest will tend to increase the 
oscillations of market-price, by rendering it more inexpedient for 
dealers to keep back supply. A similar effect will be j)roduced 
by any liability to deterioration in an unsoki commodity. In 
an extreme case the deterioration might be so inevitable and 
rapid that it would never be the de.aler s interest to keep any 
part of the supply longer than a single day ; in which («ise the 
price wtmld tend to be fixed so that the day*s demand should 
take off the day’s supply. 

Finally, the same general principle — that supply will on 
the average tend to be held biusk to an extent just sufl&cient to 
repay the loss of interest involved in holding back — will enable 
us to solve the slightly more? complicated problems presented by 
commodities of which the supply and demand are not appmx- 
imately uniform and continuous. Sujipose (e.g,) that an 
article is produced only in one part of the year, while the 
intensity of the demand for it is uniform throughout the whole 
year, as is the case with the chief agricultural products. Here 
the competition of prcxlucers and dealers will tend to adjust 
the supply actually brought to market so as to keep the price 
throughout the year at a level that gradually rises, as the 
time of completion of the last harvest rec/cdes into the past ; in 
order to compensate for the interest lost by keeping produce 
unsold — apart fix)m any further rise or fall that may be caused 
by good or bad expectations of the coming harvest. But here 
again we have in practice to take account of differences in the 
knowledge, jbresight, and pecuniary circumstances of different 
dealers ; and also, of course, of the complex variations in supply, 
and in facilities for conveyance, which a world- wide trade in- 
volves. 

§ 7. So far I have not expressly adverted to the effects of 
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speculative sales and purchases. But in fact, in discussing the 
problem of market-value in an abstract and simplified form, 
it was tacitly assumed that the legitimate work of specula- 
tion, in reducing the fiuctuations of price that would otherwise 
result Gvm fluctuations of supply and demand, would be 
completely performed without any special class of speculators ; 
through the enlightened self-regard of ordinary dealers, prompt- 
ing them to hold stocks when the price fell and sell when it 
rose. And of course, even under the conditions of actual 
business, this assumption is largely realised ; and, so far as this 
result of speculation is concerned, the only consequence of the 
development of a special class of speculators is that — as in other 
cases of division of labour — the work is likely to be more 
expertly jK^rfbrmed. But the question still remains, how far 
speculation tends normally to produce only this moderative 
effect. According to Mill, this is necessarily the cjise so far as 
the speculators themselves profit by their operations. He 
admits, of course, that these have sometimes the opposite effect 
of causing or aggravating, fluctuations: but he iiolds that, 
whenever this happens, the speculators themselves are the 
greatest losers. Thus he concludes that “the interest of th« 
“speculators as a body coincides with the interest of the 
“public”; and “they can only fail to serve the public interest 
“in proportion as they miss their own”*. 

If we exclude the supjiosition of monopoly effected by com- 
bination among the speculators, this conclusion seems to me in 
the main sound, at legist so far as markets for material products* 
are concerned ; since those who purchase these products for use 
generally consider themselves as good judges of their quality as 
the s|)eculators can be, and are not likely to be deluded into 
buying biid or useless wares through any operations of the latter. 

* Political Economy, Book IV. c. ii. g 5. 

* ^ If the reasoning is intended to apply to aotnal markets for iccurities, it 

involves the important error of neglecting the inflnence exercised by the example 
of the Bpeonlators on a public conscioos of its ignorance of the articles pnrohased. 
In such markets it oft^ happens that artificial fluctuations in the values of 
sound securitieB, and even artificial elevations of the prices of worthless ones, 
when once started by speculative sales and purchases, are carried considerably 
further by the blind imitation of bond fide investors ; and so become a source of 
profit to the speoulatorB who are able to seU at the inflated, or buy at the 
lowered, rates which they have thus indirectly caused. 


13—2 
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But even with these limitations MilFs doctrine is not altogether 
true ; since so fiir as the changes in value which the speculator 
foresees and profits by are not alternations but comparatively 
permanent steps in one direction or the other, his gains 
are often made at the exjiense of the public; inasmuch as 
his operations do not render prices more stable, but merely 
antedate the rise or postpone the fall in price that would have 
occurred without them. 

If, however, the possibility of combination be admitted, 
Mills reasoning obviously fails as regards all commodities for 
which the demand diminishes but slightly as the price rises, so 
that (within the limits that we have practically to consider) 
the total price of the amount" that can be sold at each rate 
continually increases as the amount itself diminishes. In the 
case of all such commodities it is quite |)08sible for a combina- 
tion of dealers, by buying up the whole or a great part of the 
stock in the market, to gain, through the high price obtained 
for a portion of what they have engrossed, more than enough to 
compensate them for any loss on the remainder. Food and 
other necessaries of life, as Mill himself explains, ai-e commodi- 
ties of this class. There is no doubt {e.g.) that a combination 
to raise the price of com might be a source of great profit at 
the public expense, if only the combining dealers could secure a 
sufficient hold of the stock in the market, and if an outburst of 
public indignation against such “forestalling and regniting” 
did not interfere with the opei’ation\ 

§ 8 . Let us now examine more chicly the determination 
of “ natural ” or “ cost ” price. Mill and other economists of the 
Ricardian school usually speak as if this was determined in- 
dependently of the demand for the commodity : but it is clear 
that this cannot be the case with commodities of Mills third 
class, which can only be increjised at a continually increasing 
cost. Mill says that the natural value in such cases is de- 
termined “ by the cost of production of the portion of the supply 

‘ The famous “ gold ring ” in New York in 1869 is a striking instance of a 
euoceBsfnl combination of this kind: for, as all wholesale trade was carried 
on upon a gold basis, the metal was indispensable to solvent^ though not to 
life; while as the ordinaiy currency consisted of inconvertible paper, the 
amount of gold easily obtainable was smaU enough to admit of being mono- 
polised. 
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which is produced and brought to market at the greatest 
expense”: but, obviously, this cost is only determined when the 
whole amount that it is the producer’ interest to produce is 
determined ; and this, by MilTs own iiccount, must depend on 
the demand. It is evident, therefore, that the cost price of 
commodities of this ckiss depends on the conditions of pro- 
duction and demand taken together: it is the price which would 
just remunerate the j)rf)ducers of the most (necessainly*) costly 
portion of the whole amr)unt demanded at that price. Com- 
petition will obviously tend to cause an extension of the sujiply 
until the price is brought down to this point: and, obviously, 
it cannot tend — except through transient error — to cifiuse any 
further extension. For, after this pf>int has been reached, any 
further increjise of avemge supply would involve an increased 
cost of production of the most costl}' portion of the supply; 
while the extension of demand necessary to take off the in- 
creased supply would involve a decreased price; so that the 
producers would lose doubly. 

It remains to ask whether there is, as Mill holds, a “ large ” 
class of commodities which may be pn>i)erly i*eganled as having 
a cost of production independent of the quantity from time to 
time deniande<l and supplied. 1 think it probable that there 
is a large chiss in reference to which such an assumption would 
not involve any veiy material error: but it can only be through 
an accidental balance of diverse effects that changes in the 
demand for a comm(xlity tend to leave its cost of production 
altogether unaltered. This will appt'ar when we lo<ik more 
closely at the elements of this cost. The “ universal elements,” 
as Mill says, are wages and profits: the occasional elements, 
taxes and any extra cost occasioned by the scjircity value of 
some of the requisites. Omitting taxes, it is clear that when 
imy instrument or material required, directly or indirectly, for 
•the production of an article is so limited in supply as to have 
a scarcity value, an intensified demand for the product will 
tend to cause a rise in the price of the requisite and con- 
sequently a rise— of course- proportionally smaller — in the price 
of the product. And this result must also tend to follow when 
the requisite belongs to MilFs third class of commodities which 

^ I mean by “ neoesBarily ** that the extra cost is not due to want of average 
skill or good fortune on the prodaoers* part. 
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we have just been considering: for (as we have just seen) a 
rise of demand tends to cause an increase in what we may call 
— after Jevons — theii* “ final ” cost of production’ and, therefore, 
in their “natural** price. And as this third class includes 
“ generally all the rude produce of the earth,’* it would seem 
that this action of demand on price must affect everything 
made out of this rude produce, — that is, almost all the products 
of industry. 

There are, no doubt, many manufixctured articles in whose 
coat of production the raw produce required dii*ectly or indirectly 
constitutes so small an item that the tendency of a rise in the 
demand for the manufactured product to incresise this item may 
be' neglected without mfaterial ciTor. In the case of such 
products, then, we need only consider whether changes in 
demand tend to affect the “ universal elements ** of cost of pro- 
duction; which, according to Mill’s analysis, are “wages and 
“profits’* — including the profits of the capitiilist who finally 
brings the ware to market, as w'cll as those of other capitalists 
whom he reimbui*sos in his payments for machinery®, &c. To 
this Caimes* has forcibly objected that “ cost of production *’ 
ought to mean the “ sacrifices undergone by producers,*' and that 
Mill’s use of the tenii “confounds things** so “profoundly op- 
“ posed to each other jis cost and the rewaid of cost ” ; and it is 
certainly important to draw attention to the difference between 
the amount of efforts and sjicrifices involved in production, and 
the amount of remuneration w'hich these efforts and sjicrifices 
obtain. But in order to give meaning to Cairnes’s own statement 
that, if competition be perfect, “ commodities will exchange in 
proportion to their costs of production,” we require a common 
measure of these efforts and sacrifices* ; and I conceive that this 
common measure can only be found in their jji-ice. For suppose 

^ That iR, the cost of production of the coRtlieHt portion. 

* Mill suggenUi (111. c. iv. § 5) thiu extension of the notion of **coBt of* 
** production ” though he does not exactly tidopt it. It may seem paradoxical to 
include in cost of production profits that are not yet realised : but the paradox 
disappears when we consider that it is not the actual profit, but the expectation 
of profit, which — ceterie parilme — determines the flow of capital to one industry 
rather than another ; and which is thus the efiicient cause of the variations in 
supply which raise or lower the market-price. 

* Some Leading Principlee^ Part I. c. iii. 

^ We clearly cannot definitely think of anything being “ in proportion to 
an aggregate of incommensurables. 
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(e,g,) that, other things remaining the same, there is a general 
fall in the price paid for the use of capital; industrial competition 
must certainly tend to reduce proportionally the price of com- 
modities whose production requires much capital: and similarly 
if the price of any particular kind of labour falls relatively 
to any other. 

If, however, we hold with Mill that cost of production has 
to be estimated in tenns of remuneration and not of sacrifice, 
the statement that commodities tend to “exchange for one 
“another in the ratio of their cost of production” must be 
admitted to give only an incomplete account of the manner in 
which their “natural” value is determined. It analyses the 
total value of any product into the partial values of which it is 
compounded, chiefly the values of the services of different 
labourer and cjipitalists ; but it does not explain the deter- 
mination of these partial values. Indeed without further 
explanation the proposition might be inter|>reted jis an in- 
significant tiiiism ; since, in a certain sense, iis Caimes pointcMlly 
observes, waives must always exchange in the exjict ratio of their 
costs of production ; as what remains over of the price of any 
ware, aftcjr reimbursing outlay, is the actual profit of the 
capitalist who finally brings the wai*e to market. This, of 
coui-se, is not Mills meaning ; by the rates of wages and profits 
that enter into the determination of natural value, he means 
the normal rates to which, under the influence of industrial 
competition, the wages and profits of any industry tend to 
approximate. How these noimal nites are determined is a 
question which I shall examine more fully hereafter’: here 
I am chiefly concenied to point out that they cannot be 
assumed to be altogether independent of the demand for 
the product. Let us take first the case of wages. It is 
no doubt natural to suppose, that under a system of perfectly 
•free competition no known diffen.*nces in the reward of 
labour could be permanently maintained except such as are 
required to remunerate differences in the efforts and sacrifices 
miide by the labourers; and many of the disciples of Adam 
Smith have followed their master in making this general 
assumption*. But Mill has pointed out, in a noteworthy 

’ See o. ix. of this book. 

^ Cf. Wealth of Natiane, c. x., first paragraph. 
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pa88age^ the conclusions of which Caimes has adopted and 
developed, that there are important differences in normal 
wages, which are due to relative scarcities of various kinds: 
chiefly to scarcities arising from the unequal distribution of 
wealth, which limits the power of performing certain kinds of 
services to the minority of persons whose parents have been 
able to afford the expense of prolonged training and sustenance 
for their children. The freest competition has not in itself any 
tendency to remove these scarcities, unless the present in- 
equalities in the distribution of wealth are first removed : and 
it seems clear that so far as the labour of any social grade 
above the lowest is thus purchased at a price more than 
sufficient to compensate, with interest, for the above-mentioned 
outlay on prolonged training and sustenance, it must be classed 
among the requisites of production that have scarcity values ; 
which, as we have seen, tend to vary with the demand for the 
product 

Let us now examine how the matter stands with the other 
element of cost of jiroduction, profit. In Caimes’s view, normal 
profits — unlike normal wages — may be rightly assumed to be 
independent of demand. “The competition of capital,” he 
says, “being effective over, the entii-e industry of each commer- 
“cial couiitiy, it follows that so much of the value of com- 
“ modities as goes to remunerate the capitalists' sacrifice will 
“ throughout the range of domestic industry ” be proportioned 
to that sacrifice. This statement, however, seems to me to 
need restriction in more than one respect. In the first place, 

1 Political Economy f Book II. o. xiv. § 2. 

° The case of the lowest K^ade of labour is more doubtful : see c. Triii. § 6 
of this Book. It should be observed that this division of society into grades, 
within which industrial competition is supposed to be perfect, and between 
which it is supposed non-existent, does not correspond precisely to the facts 
of modern industrial communities; but it corresponds to these facts more 
closely than the older hypothesis of generally effective competition. Bicardo < 
{Principles, c. i. § 2) avoids the conclusions above given by assuming that the 
differences in the remuneration of different kinds of labour are fixed and stable ; 
in which case they woul^of course be independent of changes in demand. **The 
** estimation,’* he says, **in which different qualities of labour are held, comes 
** 80 on to be adjusted in the market with suflioient precision for all practical 
“purposes... the scale, when once formed, is liable to little variation.” In any 
practical application of the theory of value the extent to which such fixity is 
actually maintained by custom should be carefully noted ; but to assume fixity 
as normal is obviously inconsistent with the hypothesis of perfect competition. 
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it must be borne in mind, in all discussions of industrial 
competition, that the profits of private manufacturers and 
traders are not published in statistical tables open to the 
inspection of all persons desirous of employing capital. The 
most observant man of business can usually attain only a rough 
approximation to the truth, in calculating the profits made in 
other industries and districts; and hence the equalising force 
of competition can only be assumed to act strongly and cer- 
tainly upon industries in which profits are either considerably 
above or considerably below the avenige. Within a somewhat 
broad margin on either side of the avemge its operation cjinnot 
but he vague and feeble; and hence the nonnal cost of pro- 
duction that regulates sujiply must be conceived as having a 
similar indefiniteness. 

But Caimes s stjitement involves a more fundamental theo- 
retical difficulty. He appears to assume — with Mill and others 
— that the rate not only of interest but of that other element 
of profit which I have called “ wages of managenient ” must 
tend to be the sjime not only for capitals of the same amount, 
but even for capitals of different amount. But this assumption 
is hardly reconcileable with the pro|)osition before qiioted, thht 
the rernunemtion of the (employing) cuipitalist tends to be 
proportioned to his sacrifice; since there seems no general 
ground for tissuming that the trouble or other sacrifice involved 
in the employment of capital tends to be exactly pioportioned 
to the amount of capital employe<l. I think’ it prt)bable, 
indeed, that the avemge mte of employers’ profit tends, for the 
most jwirt, to be not cognisably less on Itirge than it is on small 
capitals; chiefly because large capitiilists willing to manage 
their own cajiital have important advantages in industrial 
competition. But I know no ground for supposing this to be 
uniformly the case in all industries: and so far as increased 
demand for products increases the scixle of production in any 
industiy — sis is ordinarily the c^ise in manufactures — it is at 
least not improbable that the employers who thus increase their 
capital may be ultimately forced by industrial competition to 
submit to a lowered proportional rate of profit per cent, of capital. 

And there is another and more obvious way in which the 

’ The grounds for this opinion wiU be more fully disoussed in o. ix. § 3 
of this Book. 
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increase of production caused by a rise in demand will tend to 
modify the cost of production : namely, through the “tendency of 
“ every extension of the market to improve the processes of pro- 
“ duction ” which Mill notices later, in speaking of international 
trade. He remarks veiy justly^ that “a country which produces 
“ for a larger market than its own can introduce a more extended 
“ division of labour, can make greater use of machinery, and is 
“more likely to make inventions and improvements in the 
“ processes of production ” : and of course the statement applies 
equally whei*e the market for any commodity within a country 
receives a material extension. The consequent diminution in 
cost of production will of coume be very different in different 
cases: but we must recognise that any important rise in demand 
has a general tendency to cause such diminution*. 

§ 9. To sum up : the Ricardian theory of the determination 
of Value by (^ost of Production apiK^ais to me incontrovertible, 
at lejist as applied to modem civilised communities, if it is 
understood in a broiid and vague sense ; i,e,, if it is understood 
merely to affirm that industrial competition is a force constantly 
acting in the direction of equalising the rcununerations of pro- 
ducers of the same chiss in different departments of industly^ 
by increasing the supply— rand so lowering the price — of com- 
modities of which the producers are known to be receiving 
remimenitions above the average of their respective chisses, 
and similarly diminishing the supply tind raising the price of 
the products of less ])rofitable industries. But in the moi-e 
exact juid definite form in which the theory is stated even by 
Mill, it appears to me open to gi*ave objections. It is the least 
of these objections that the suppositions made arc too simple 
and uniform to coiresjMmd closely to the facts ; defects of this 
kind beset all hypotheses fmmed for deductive reasoning on 
social phenomena, and all that we can do to remedy them is to 
note carefully the errois that thus come in and make a rough • 
allowance for them. Of this natui’e is the error before pointed 
out in the supposition that industrial competition tends to 

1 Book m. c. xvU. § 5. 

‘ It does not follow from this that a fall in demand wiU have a similar 
tendency to increase the cost of production : in most cases the effect of such a 
fall would, I conceive, rather be to diminish the number of separate establish- 
ments in which the branch of production in question was carried on. 
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establish a definite nonnal rate of pi*ofit in each industrj", even 
when the statement is limited to capitals of about the same 
amount. As I have said, it is true that industrial competition 
tends to produce this result ; but in admitting this we ought to 
note how much the mutual knowledge of profits actually ob- 
tainable by producers falls short of the mutual knowledge of 
prices actually obtainable by dealers in a tolerably well- 
organised market of material products; and how in conse- 
quence the tendency to a normal rate of profits l)egins to act 
feebly and vaguely, at a considerable interval from the attain- 
ment of the supposed definite result. In the case of wages this 
particular source of error is of less importance, since the actual 
rate of wages in any industiy is easier to ascertain than the 
actual rate of profits ; but here, on the other hand, the propor- 
tion l>etween reinunerjition jmd sficrifice that industrial com- 
petition tends to establish is actually subject to more serious 
retaidation and interference from diffei-ent causes; especially 
from the difficulty of attracting labour from district to district 
and Iriun industry to industiy", and the different degiees in 
which custom and combination together operate in keeping 
wages up (or down) in different employments. So far, however, 
jis the opemtion of these aiuses is independent of the demand 
for the j)i*oduct of the labour remunemted, they are more im- 
portant in the theoiy of distribution than in the geneml theorj- 
of exchange; since they do not necessarily prevent the establish- 
ment, at any given time and phice, of a nonnal cost of produc- 
tion towards which the market-price tends to n^tum after any 
variation tempomrily caused by changes in demand or ju'cndeii- 
tal excesses or deficiencies in supply. But so far as differences 
of wages are admittedly due to causes of which the operation is 
necessarily affected by variations in the demand for different 
kinds of labour — and we have seen that this is the case accord- 
ing to Mills own view of industrial giudes — it is manifestly 
illegitimate to regard cost of production tis independent of 
demand. And this is equally the case, 90 far as increased 
aggregate production of a commodity tends to economy in the 
amount of labour required for a given amount of product ; and 
so far, on the other hand, as it tends to mise the price of 
the “raw produce” that it employs, directly or indirectly, as 
material. Hence it appears to me unscientific to say bi-oadly 
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that “ the value of things which can be increased in quantity at 
"pleasure does not depend (except accidentally, and during the 
" time necessaiy for production to adapt itself) upon demand.” 
Even where the cost of production can be assumed to be 
approximately the same for all producers, we should represent 
the facts more exactly by supposing that in any given social 
and industrial conditions this cost of production will vary with 
the amount produced, just as we suppose that the amount 
demanded will vary with the price ; though the former variation 
will no doubt be generally much slighter than the latter. The 
proposition, therefore, that the natural price of any product of 
this kind is equal to its cost of production, is certainly a true 
statement — on the assumption and with the qualifications 
already explained — but it is in almost all eases theoretically 
insufficient. Our formula must rather be, that it is a price at 
which the amount demanded is equal to the amount that 
would permanently be produced at a cost equal to the price, 
supposing social and industrial conditions unchanged \ 

And in the case of prcKlucts of MilFs third chiss, of which 
the cost of production must be taken to be diffei*ent for diffenmt 
jK»rtions of the aggregate amount produced, and to inci’ease 
steadily as the aggregate increases, the formula becomes some- 
what more complicated ; the natuml price must be stated to be 
that at which miinjuate remunemtion could just be afforded to 
the producers of the costliest portion that it would be per- 
manently worth while to produce, if social and industrial 
conditions nnriained unaltered. 

We are thus enabliKl to shew the close relation, which Miirs 
phraseology certtiinly tends to obscure, between the competitive 
determination of Natuml Price, tind that of Market Price. 
Market Price — supposing it definite and single as it would be 
in a perfect market — was explained to be the price at which 
the demand for the product in question would be sufficiently • 
extensive to take off the actual supply (allowing for the 
possible withdrawal of a part of this supply in view of a 
prospective rise in demand or diminution of supply); while 
Natural Price (as we have seen) is similarly determined as 
the price at which the demand would be sufficiently extensive 

^ It is quite ooooeivable that, as in the ease diBoassed-in § 4, there may be 
several such prices. 
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to take ofF the supply which, assuming social and industrial 
conditions unchanged, might permanently ‘ be expected to be 
produced at that price. There is, in fact, no sharp line to be 
drawn between the determinants in the two cases ; prospective 
changes in cost of production, if their effect may be expected to 
be rapid and considerable, will enter into the calculations of 
dealers that influence market-prices through supply, Jis much as 
any other conditions of prospective supply or demand. 

§ 10. The dependence of Value on Cost of Production and 
Demand together is further exempliffed by the numerous cases 
in which two or more products are jointly produced by the same 
industrial pi’ocess. “ For example, coke and coal-gas are both 
“produced from the same material, and by the same operation. 
“In a more partial sense, mutton and wool jire tm example; 
“ beef, hides, and tallow,** &c. The values of the articles thus 
industrially connected ai*e, as Mill himself explains®, determined 
by cost of pnKiuction and detnand conjointly in a complicated 
manner, which varies with the nature and extent of the con- 
nexion. All that can be stated generally is that the prices and 
amounts of any such set of pi-oducts, under the iiction of in- 
dustrial competition, will tend to conform to two conditions. 
Firstly, the prices will tend to be such that the sum of them will 
reply their joint cost of production, including nonual prcifit’* ou 
the capital employed : secondly, the amounts will tend to be such 
that the demand for each article at the price will just about 
take off the supply*. It should be observed that in the 
examples above given the products are so connected that 
their amounts must increase or decretise together: but often 
they are wholly or to some extent alternatives, so that an 
increjise in the production of one will, in the first instance 

1 ^Termanentlj’* — becanne from the risk of starting a new buRinesa, eapeoi- 
ally in induBtries where production is on a large Bcale, from the difQculty of 
removing capital durably invested in forms Kpccially adapted to particular in- 
dustiies, and other similar causes, market-prices, however perfect competition 
became, would often be liable to remain long above or below their corresponding 
natural prices. 

‘ Book III. c. xvi. 

* By ** normal profit ” 1 mean ** profit not much above or below the average 
** profit to be obtained on equal amounts of capital in other industries that do 
** not impose more sacrifices or require scarcer qualifications." 

* Here again it is possible that these conditions may be equally satisfied by 
several different adjustments of prices and amounts. 
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at least, be attended by a diminution in the production of 
the other. For instance, chickens and eggs are connected in 
this latter way. In the former case any rise in the demand for 
one only of the connected products, since by raising the joint 
price it will increase the supply of both, must obviously tend 
to lower the price of the other; as the sale of this latter will 
have to be extended without any rise in the demand for it. 
In the second case, on the other hand, any sudden rise in the 
demand for either product is likely to raise the price of the 
other temporarily — tind perhaps permanently — by causing 
restriction of its sujiply. A more indirect connexion of this 
second chiss is that which subsists between commodities of 
which the production reciuin^s the same kind of raw or 
auxiliary material. In all such cases a rise in the demand 
for one of the connected commodities will in the first instance 
tend to increiise the cost of production of the other; but 
whether this increiise will tend to be sustained will depend on 
whether the production of the material in question becomes 
more costly, in whole or in part, by being increased in 
amount. 

* Another case that may be classed under the head of joint 
production is that in which different commodities are produced 
by the same labourers, but by industrial processes altogether 
separate: as when cultivators of the soil supplement their 
agricultuml ejimings by domestic mjmufactures in winter. The. 
primaiy^ tendency of industrial competition is to keep the total 
remunenition of any class of labourers approximately equal to 
that of any other class whose labour does not entail materially 
more sacrifices, or re(juire scarcer qualifications or more costly 
preparation. Hence, in the case which we are considering, it 
affects primarily the aggregate price of the labourer’s different 
products, just as if they were produc/cd by the same industrial 
process ; and it iicts directly on the price of each separate kind 
of product, only so far as the producers have competing oppor- 
tunities of employing profitably the particular portion of work- 
time which this product absorbs. But when a man has two 
occupations, of which one is the main source of his income, while 
the other is merely taken up to fill the fiagments of time left 
by the former, his opportunities of employing thei^ fiagments 
profitably are likely to be somewhat restricted : so that, if the 
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supply of what is produced in these leavings of work-time is 
sufficient to meet the demand at a price below what industrial 
competition under ordinaiy conditions would reqiiire, the price 
of the product is likely to be detennined mainly by the relations 
of quantity and demand, — so long as it is enough to induce the 
labourer to prefer work to leisure. 

Finally, it should be noticed that the values of two com- 
modities may be connected through Demand, iis well as through 
Supply; so far as one of the two is, either in ordinary con- 
sumption or in any kind of production, a substitute for the 
other. Thus {e.g.) an extension in the demand for mutton, due 
to a fall in its value, would have the effect of restricting the 
demand for beef, and would tend thereby to affect its cost of 
production and value. Indeed this kind of connexion may be 
said to subsist, in an attenuated form, among commodities 
generally ; since such an extension in the demand for any one 
commodity iis makes the aggregate price ptiid for it a larger 
shore of the income of the community, tends pro tanto to 
reduce the demand for all other articles of consumption. The 
actual extent to which any one comm«xiity may thus become 
an alternative for any other is of course extremely different 
in different ctises ; and a cjireful examination of these vaiying 
connexions is a fundamentally important element in any 
investigation of the specific laws of demand of different 
commodities. 

§ 11. The point last noticed is important in considering a 
(Vise in the determination of value, which — to avoid needless 
complexity — have left out of account in the preceding dis- 
cussion : i.e., the case of durable products, of which the supply 
in the market at tiny time is to a material extent not obtained 
fix)m producers, but consists of second-hand articles sent back 
into the market by consumers. Sometimes such second-hand 
commodities — as (e.g.) old books, furniture and works of art 
'generally — ^rise, more or less out of competition with any first- 
hand products, to a scarcity price which has no relation to 
cost of production. Even here, however, we cannot generally 
regard the supply as given independently of the price: since 
the quantity supplied will tend to be somewhat increased by 
any rise in price, just as the quantity demanded tends to be 
diminished : so that a rise in price caused by an intensification 



S08 


POLITICAL ECONOMY 


BOOK II 


of demand tends to be partly counteracted by the increased in- 
ducement to consumers to send back the articles into the market. 
Sometimes, again, the second-hand commodity is practically 
only an alternative for a first-hand commodity of a different 
quality, — as in the case of second-hand clothes. Where the two 
kinds of supply compete effectively with each other, — as in the 
important case of houses, — the second-hand supply of course 
tends to affect the price of the first-hand articles by lowering 
the demand for them, as above explained; while the cost of 
production of the first-hand commodity tends to affect the price 
of the second-hand one in a peculiar indirect way ; the natural 
price of the latter tends to correspond to the cost of producing 
not the same article, but an article equally useful. The value 
thus determined may — through deterioration and change of 
fashion — be indefinitely less, not only than the cost of pro- 
ducing the original article, but even than the cost of re- 
producing it in its present condition. So long as the demand 
at the price thus determined cannot be satisfied by the second- 
hand supply, the market-price of the latter will be effectively 
maintained by the cost of producing an equally usefiil article : 
bat if at any time the second-hand supply is more than 
sufficient to meet the demand at this “natural” price, the 
market-price of the commodity may of course be for a time 
simply determined by the relation of quantity to demand. This 
{e.g,) is liable to be the case with certain portions of the sujiply 
of immovable jirticles, such as buildings. 



CHAPTER HI. 

THEORY OF INTERNATIONAL VALUES. 

§ ]. In the preceding chapter the cost of carriage of com- 
modities to the markets in which their price is actually deter- 
mined has been cursorily noticed as a normal element in the 
cost of production. It is almost superfluous to observe that it 
is an element to which the development of industiy has hitherto 
tended to give continually increasing importance. Though 
the progress of invention has steadily operated to reduce the 
average cost of conve3dng a given weight of goods over a given 
space; still the amount of goods carried and the distances over 
which they are conveyed have continually incre»ised in a greater 
ratio; so that, in the most civilised j)art of the world, the 
proportion of the labour and capital of mankind at present 
employed in the business of moving goods is larger than it was 
at any earlier period in the history of civilisation. This is so 
strikingly the case that the growth of a nation’s foreign trade is 
sometimes vaguely spoken of as though it constituted absolute 
and unquestionable evidence of advance in industrial pn)sperity. 
It may, therefore, be useful to point out — what might otherwise 
seem too obvious to be worth stating — that it is ceteris paribus 
, an economic disadvantage that any commodity should be pro- 
duced at a distance from the market in which it is normally 
sold ; and that if in any case this disadvantage can be got rid of 
— without incurring any equally serious drawback — through 
the production at home of some commodity hitherto imported 
from abroad, the resulting diminution of trade would obviously 
be a mark of industrial improvement, and not of retrogression. 
And d priori we have eveiy reason to suppose that, in the 
8. P. B. 14 
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continually changing conditions of industiy, oppoi*tunities for 
this kind of improvement will continually present themselves ; 
and that the vis wertiae of custom is no less liable to main- 
tain the importation from abroad of goods which might be 
advantageously produced in the proximity of their market, 
than it is to keep any other j)art of the process of production 
in an economically backwaid condition. And, therefore, while 
the progress of industiy, under the stimulus of alert and 
enlightened self-interest, may be doubtless expected to extend 
and enlarge trade continually in some directions, it is at 
the same time probable that it will reduce and diminish it 
in othera. 

As in the present chapter I propose to consider the special 
conditions affecting the value of commodities produced at a 
considerable distance from their consumers, it seems expedient 
to obtain a clear view of the cjises in which such production 
is likely to be remuneiative, and may jicconlingly lye assumed 
as a normal element of a competitively organised industrial 
society. The following are the chief aises which it is important 
to distinguish. 

’ I. Some commodities for which there is a general demand 
cannot be pnxluced at all except in certain loailities, situated 
at a ctwisiderable distance from important sections of their 
consumers. This is the case, generally speaking, with metals 
and other products of extractive industry ; and also with certain 
agricultuml products, such as wines of special quality. 

II. There are other staples of international trade which 
could generally be produced at a moderate distance from theii’ 
consumers, at least over a large part of the region inhabited by 
civilised man; but which can be most economically produced, 
even for distant markets, if a portion at least of the required 
supply of them is transported thither from certain places which 
offer special natural advantages for their production. This is 
the (aise, to a var3dng extent, with com and other important 
products of agriculture. 

III. In other cases, again, commodities can be most 
economically produced for distant markets not on account of 
any special advantages afforded by the place in which they are 
made, but because the cost of carriage is outweighed by the 
economic gain through co-operation and division of labour. 
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obtained by the concentration of a inanu&cture — or of several 
connected manufactures — in one locality. To some extent this 
gain consists merely in the substitution of a more important 
saving of carriage for a less important ; the cost of conveying 
raw and auxiliary materials requii-ed in the manu&icture, or of 
conveying the pnxluct itself from one set of workers to another, 
being reduced by the local concentration of connected industries 
to an extent that more than com|)ensates for the additional 
cost of conveying the finished product to the consumer. But 
besides this, various other advantages, previously noticed*, of 
production on a large scale are obviously only obtainable if a 
corre8|K)ndingly large nonnal demand can be secured for the 
product ; and in the case of commodities of which the amount 
consumed by any one individual is small, an extensive demand 
must necessarily be the demand of consumers scattered over , a 
wide area. 

IV. The gain thus derivable from co-operation rendering 
it cccmomically advantageous for men to aggregate themselves 
in th(‘ large, closely packed masses which we find in continually 
increasing size in modem industrial towns, it becomes corre- 
spondingly necessary to obtain the supply of food, fuel, an<l 
certain other commodities required in large amounts for the 
ordinaiy consumption of any such nniss by bringing a large part 
of it from a considemble distance. 

V. Finally, we have to notice the important case in which 
a coiiinuKlity is most economiciilly obtained from a distance, 
even though it could lie produced in the neighbo\irho(Hl of its 
market with no greater — or even less — expenditure of labour 
and capital; because the returns obtainable by equal lalK>ur 
and capital in some other employment are so much greater, 
that the loss involved in employing them to produce the 
commo<lity in question would 'more than counterbalance the 
saving in cost of cjirriage. A striking instance of this was 
furnished by the gold discoveries of Australia; one consequence 
of which was that Australia began to import cheese and butter 
largely from abroad, although the pastures of New South Wales 
and Victoria oflter unusual facilities for dairy-farming. The 
high average remuneration obtainable by labour in gold-mining 

‘v 


* Cf. Book I. c. iv. § 6. 


14—2 
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had raised the wages of Australian labour generally — and 
therefore in daily-farming — so much, that the consequent 
additional cost of making butter in Australia was greater than 
the cost of convepng it lk)m Ireland*. 

§ 2. It is evident that this last cause of foreign trade can 
only operate, so &r as physical or social obstacles render the 
mobility of labour temjiorarily or permanently imperfect. Had 
it been as easy to draw over Irish labourers to Australia as it is 
to bring them to England, their influx would soon have brought 
down v/ages to a point at which it would have been less ex- 
pensive to produce the butter required by Australia in Australian 
dairies. Now, according to Mill, it is only on account of this 
imperfect mobility that a special formula is required for deter- 
mining the values of commodities brought from distant places ; 
because, owing to the differences which this imperfect mobility 
allows to subsist between the remuneration of labourers or 
capitalists or both in different countries, cost of production 
is prevented fix)m determining the nonnal value of such im- 
ported commodities. ' To take Mill's illustration: suppose 
^gland imports wine from Sjmin, giving cloth in exchange: 
then “ if the cloth and the wine were both made in Spain, they 
“ would exchange at their cost of production in S})ain ; if they 
“ were made in England, they would exchange at their cost of 
“production in England. But” — we are told — “all the cloth 
“ being made in England, and all the wine in Spain, they are 
“ in circumstances to which the law of cost of production is not 
“ applicable. We must accordingly fall back” upon what “ may 
“ be appropriately named the Equation of International Demand ” ; 
the principle, namely, that “ the produce of a countiy exchanges 
“for the produce of other countries at such values as are 
“ required in order that the whole of her exports may exactly 
“ pay for the whole of her imports”*. 

This Equation of Reciprocal Demand — if the phrase be not 
too dignified for a formula that contains so little information — 
will doubtless tend to be realised in international as well as in 
domestic trade: but I cannot agree with Mill that cost of 
production is to be left altogether out of account in the former, 
any more than in the latter case. His error appears to me 

^ Cf. Cairnes, Ewayg in Political Economy, i. p. 88. 

* Mill, Political Economy, Book III. o. xviii. §§ 1, 4. 
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most simply manifested in the earlier part of his argument, in 
which, to exhibit the “elementary principle of International 
“Values,” he supposes, for the sake of argument, that the 
carriage of commodities fix)m one country to the other could be 
effected without labour and without cost. It is easy to shew 
that, in the circumstances thus supposed, cost of production 
must determine the value of expoHed commodities just as much 
as the value of commodities consumed at home; unless we 
further suppose that, after the trade is established, there is no 
product common to the tiuding countries — a supposition mani- 
festly extnivagant in the case of England and Sjmin (which Mill 
takes as an example) as well as of most other countries inhabited 
by mixlem nations \ For let us suppose that there is at least 
one other commodity — say com — which is produced both 
in England and in Spain. According to Milfs general theory 
of value, discussed in the preceiling chapter, the relative 
values of cloth and corn in England must be detennined 
by their com|)arative coats of j)n)duction ; and, again, the 
relative values of wine and com in Spain must be determined 
in the same way. But if we suppose cost of carriage to be 
eliminated, there is no reason why the value either of wine or 
cloth should be altered by exportation; hence, the values of 
both wine and cloth relatively to com, and therefore relatively 
to each other, must be as much determined by cost of produc- 


* A critic of this chapter — Mr- Bastable, llietrry of International Trade, 
Appendix G— says tliat 1 have ** forgotten that Mill expressly regards” this 
further hypothesis ** as a neoessaiy consequence of the non-existence of cost of 

** carriage. *But for it,’ he says, * every commodity would be regularly imported 
“ ‘ or regularly exported. A country would make nothing fdr itself which it did 
“ ‘ not also make for other countries ’ ” {Principles, iii. 18, § 2). This, however, 
does not amount to saying that tliere would be no product common to any two 
trading countries, if cost of carriage wci'e non-existent : since, granting Mill’i^ 
» inference, two countries might still make the same thing for export to a third 
us well as for home consumption. But though Mill’s statement is not quite so 
extravagant as that which Mr Bastable regards as its equivalent, it is certainly 
quite incorrect, — as, indeed, Mr Bastable points out. For it is obvious that in 
the case of any of the chief products of agriculture and mining, a country might 
be able to produce a portion of the quantity required for its own demand as 
economically as it could be produced elsewhere, and yet unable to produce more 
except at a cost rapidly increasing with the amount : in this case, if we suppose 
the cost of international carriage annihilated, it would still produce something 
for itself which it did not produce for other countries. 



214 


POLITICAL ECONOMY 


BOOK II 


tion as the values of home commodities are’. The “Equation 
“ of International Demand ” will still be maintained, but it will 
have no effect in determining the value of wine or cloth ; since, 
if we leave cost of carriage out of account, there can be no 
reason why the wine should be paid for entirely in cloth, or 
vice versd ; there can be no reason why any debt remaining on 
either side, after balancing the wine against the cloth, should 
not be liquidated in coni or some other commodity. As we 
have seen in the preceding chapter, the costs of production of 
all the commodities concerned will, generally speaking, tend to 
be somewhat modified by changes in the demand for them : but 
this consideration is not in itself a reason for special treatment 
of international values ; since, under the circumstances supjiosed, 
the demands of the two different countries for each commixlity 
might be treated as one aggregate demand. 

It would seem then, that if cost of carriage were left out 
of account there would be*, no need of a special principle for 
determining International Valuers. And in fact it appears to me 
that this need essentially depends on a condition to which Mill 
has not adverted: namely, that in explaining the detennination 
of international values — or rather of the values of wares inter- 
changed between distant places — we have to take into account 
not merely the (jxpense of conveying wares into the foreign 
country, but also the expense of bringing home their value in 
some form or other. If we take this double cost of c.arriage 
into account, we shall find that ** c.o8t of prcKluction including 
“carriage” h.*is an importjint relation to the deteimination of 
the price of the products of foreign tnule : as giving the limits 
between which the com|)etitive price tends to vary according to 
the varying conditions of demand for foreign products in each 
country. 

This will become clearer if we consider an exceptional case 
in which cost of pnnluction, thus imderstood, would determine , 
the value of the products of foreign, trade, on the assumption 
of free competition, as definitely as it can determine the value 
of commodities produced at home. 

* It does not of course follow that the wine and cloth will exchange for each 

other in proportion to their respective costs ; since, if (as Mill supposes) labour 
and capital are imperfectly mobile, the cost of producing com may be different 
in the two countries. 
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Suppose there are two countries A and B, precisely similar 
in their conditions of production as regards all commodities 
except silk, which is pranced in A and is iiicapible of being 
produced in B, though it would be eagerly consumed there; 
and suppose that a trade previously prevented is now opened 
for the first time between A and B. Silk will undoubtedly be 
carried from A to B, but as the tnider could take* back nothing 
which would have a higher value in A than it had in B, he 
must to recoup himself sell tlui silk permanently at a value 
which will pay not only the whole exjHmse (including normal 
profit^ of cjxrrying it from A to B, but also the whole expense 
of carrying btick something else — whatever can be most con- 
veniently Ciirricd — from B to A. He must charge this, in ortler 
to get the oixlinaiy profit ; and comj>etition would prevent him 
from chiirging more. In this case the normal value (»f silk in B 
will evidently exceed its value in A by exactly the dtaible cost 
of carriage between the two countries; and will therefore be 
determined by the cf)st of pnKiuction just as much as the value 
of silk in A was before the trade wjis opened. 

The ciise supposed is no doubt highly improbable; and 
even if it existed at the outset, it would most likely be modified 
in consequence of the tnule itself. It is almost c,ertain that 
there would be some commodity in the production of which 
the sec<3nd c^amtiy B hml a certain advantiige — which if pro- 
duced in A hml to be jiroduced at a higher relative cost of 
production. Let us suppose that there is one such commodity ; 
which we will take to be hjmlwai’e. Then, even though the 
advantage be conipanitively slight, and less than would l)e 
required to jjay the cost of canying the hardware from B to A, 
it is evident that the tnider who exports the silk to B will 
gain something extni by bringing back the proceeds of its sale 
to A in hardware nither than any other art.icle. And this 
.extra gain — like any other diminution in the expense^a of 
bringing an article to market — industrial competition will tend 
to transfer to the consumers. But the question still remjiins, 
To which set of consumers will it be transferred ? to those of 
A or to those of B ? If the amount imported fi*om B is not 

^ For the parpose of thie hypothetical reasoning it is legitimate to suppose 
** normal profit to be more definitely and simply determined than we have seen 
to be actually the case. 
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sufficient to supply the whole demand for hardware in A, at the 
price at which it can be remuneratively produced in that 
country, the normal price of hardware in A may be kept up by 
its home cost of production ; so that the consumers of silk in B 
will reap the whole extra gain. But if we suppose that, when 
the trade is fully established, neither of the wares exchanged 
is produced in the importing country, the principle that “ price 
"must correspond to cost of production” does not determine 
in which of two different ways the traders’ profits will tend to 
be brought down to the ordinaiy level, — whether by selling A’s 
wares a little cheaper in B or B s wares a little cheaper in A. 
The combination of these two results that the competition of 
traders will tend to bring about will be detennined ceteris 
parSbue, as I shall j)resently ' explain, by the relation of the 
demand for A’s wares in B to the demand for B s wares in A. 
But at any rate it must be a combination that >vill realise 
Mill’s “Elquation of International Demand”: the trade will not 
be in equilibrium unless the quantity of A’s wares sold in B 
equal in value the quantity of B’s wares sold in A‘: and the 
tendency to this result will operate equally, however many 
D^'ares arc exchanged on either side. The action of industrial 
competition must always be conceived as tending to bring about 
this equilibrium; though actually, as the laws of demand 
no less than the conditions of supply are continually varying, 
the point of equilibrium must be conceived to undergo corre- 
sponding variations; and, at any given time, the tendencies 
towards equilibrium may easily be less strong than tendencies 
in the opposite direction, due to unforeseen changes in trade or 
industiy*. 

I B. We may now ol)8erve that, in the alM>ve reasoning, it 
has not been explicitly assumed that labour and capital do not 
move freely between the trading countries ; but we have made 
this assumption implicitly so far as we have ignored effects on 
labourei's and capitalists, regarded as purchasers, of any changes 

^ I assume for the present that there are no payments to be made between 
the two oountries on account of other transactions than those of trade. 

* Mill is right in pointing out that there may possibly be several points 
of equilibrium : the conditions of demand for the commodities exchanged may 
be such that the equation of reciprocal demand may be equally well established 
at any oue of a number of different sets of prices. But this possibility is not 
peculiar to the theory of International Values. 
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in the values of the wares exchanged in the trade. To this extent, 
the assumption of the imperfect mobility of labour and capital 
is no doubt required to give scope for the operation of the law of 
international values above stated. For if we suppose a perfect 
mobility of labour and capital within any region, every change 
in the price of articles brought from a distance to any place in 
it must be conceived to have an effect proportional to its 
magnitude in attracting or repelling inhabitants fi^in that 
place; and in this case the values of wares interchanged 
between two places within such a region will be detenuined 
ultimately not by the equation of reciprocal demand but by the 
tendency to equalise the aggregate of utilities obtainable by 
similar sacrifices in different localities. But if laboui’ers duly 
supplied with capital will not transport theiiLselves from A to B, 
merely in order to get B s exports cheaper at the cost of getting 
A’s exports dearer ; then, so far as tnide between distant places 
exists, the normal values of the products of such trade will be 
determined by the equation of international demand. 

No doubt the varying degrees of mobility of labour and 
capit2il will have important effects on the course of international 
trade; since — Jis we have seen — if wages and intei*est afe 
considerably higher in one countiy’ than in another it may be 
profitable for the former to im{)ort coinmtxlities which it could 
produce with less labour and capital at home. But in any case 
jm essential part of the reason, why a special theoretical treat- 
ment has to bo applied to the products of international trade, is 
that a double cost of carriage has here to be taken into account. 
In fiict, wc have a special case of the kind discussed at the 
close of the preceding chapter, in which the values of two 
commodities are causally connected thn^ugh their being the 
joint products of one process of production; the one proceas 
here being the process of double carriage, each half of which is 
, commercially insepai^ble from the other. 

I must now explain a proviso which I should liave placed 
earlier in this chapter, only that it is more ejisily understood at 
the point of the discussion which we have now reached. Wc 
cannot, in treating of international trade, conceive “price” as 
we conceived it in treating of the general theorj’ of value, 
ic., as money-price, the value of money being supposed to 
remain unchanged. For in treating of international tnide, we 
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cannot legitimately assume that the value of gold and silver 
bullion — the metallic money of commerce — remains unchanged 
as we pass from one countiy to another; since bullion, being 
itself jui article of trade, will tend to have in a country which 
obtains it by trade a value higher than that which it has where 
it is produced, by some portion of the cost of its own carriage 
and of that of the equivalent brought home in exchange for it. 
In the prcisont discussion, therefore, we must conceive price as 
estimated not in the jictual money of any of the trading 
countries, but by a standard of value common to the countries, 
obtained by estimating and allowing for the differences in the 
value of actual money : and, for consistency, we must apply the 
same st^indani in estimating cost of production \ It will be 
convenient to distinguish the price so estimated ns “ real price.” 
The manner in which this common standtird of value is to be 
obtained hixs been explained in an eiirlier chapter^; in which 
also the degree iff inexjictness to which it is liable has been 
pointed out. 

With this })roviso, we may say that, in the manner ex- 
plained in the preceding section, each of tivo mutually tmding 
cbuntries can normally obtain the wares of thcj other at a price 
somewhat less than cost of production plug double carriage, 
owing to the compirative jidvantjige that it will usually have 
over the other in the pnxliiction of some commodity. It may 
happen, of course, that e^u-h product is sold at such a price that 
it exactly pays its own cost of carriage ; but therti is no general 
tendency to this result. We can only say generally that the 
home cost of prcxluction together with double cost of carriage 
gives us a niaunmi/m value, and home cost of production without 
cost of carriage a mimmum value; between which the normal 
value of wjxres in a foreign countiy may vary indefinitely with 
the varying conditions of trade ; but no wares can rise, unless 
very temporarily, above the former point, and only under very . 
exceptional circumstiinces can any fall below the latter. In 

^ It will be observed that 1 do not follow Mill in substituting “ labour for 
“wages'* as the main element of cost, when treating of international values. 

1 think that the reason before given, for estimating cost of production in terms 
of remuneration and not of sacrifice, applies to the wares of international trade 
as much as to any other products. 

* Book I. c. ii. 
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actual trade it never happens that either extreme is reached, at 
least by the aggregate of a countiy s exports : there are always 
some products to be found in producing which a countiy has 
at least a relative advantage as compared with some of the 
countries with which it trades; accordingly most (if not all) 
of the wares of international trade are nonnally sold in the 
countries importing them at prices which will jiay at lejist some 
part of their cost of carriage, as well as their home wist of pro- 
duction. In speaking of the home cost of jirod action of the wares 
exchanged, we must bear in mind that the cost of pioducing 
such wares — estimated sejiarately from the cost of th(j trade 
itself— will often be materially altenid by the extension of their 
sale which the trade brings about ; and their prices jis imjiorts 
will of coui*sc be altered in the siime direction (though not 
necessarily in precisely the Siime ratio). On the one hand, 
in the Ccise of manufucturcid articles, the exttmsion of Side is 
sometimes the wiiise of a material choapcming in their cost of 
production, by enabling the manufacture to be Cfirried on upon 
a larger scale ; while, on the other hand, in the case of agricul- 
tiind produce, we can often observe that the initial rise of 
price which the foreign demand causes is sustained by a pef- 
manent increiise in the cost of producing the costliest portion 
of the article. Apirt from these roiictions of demand on cost 
of production, the division of double cost of carriage between 
the two countries will depend upon the degree in which the 
demand in either country for the foreign wares of the other is 
more ejisily extensible than the com^sponding demand on the 
other side, is of such a kind that a comyianitively small 
fall in the prices of the foreign wares causes, ceieri^s pitnbtut, 
a comparatively large extension in the purchjises of them. The 
more this is the case, the larger will be the share of the double 
cost of carriage that will tend to be added to the imports of the 
country in question. For, through the oscillations of supply 
that practically detennine, at imy given time, the dirision of 
the double cost of carriage, this extensibility of denuvnd will 
keep up the prices on the one side as compared with the other ; 
so that the equilibrium of trade will tend to be attained at 
a rate of interchange favourable to the country where the 
demand for foreign wares is less extensible. 

§ 4. The view above given of the detennination of interna- 
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tional values may — with due precautions — ^be illustrated by the 
familiar phenomenon of the fluctuations in exchange of money 
between two countries. For it is by means of these fluctuations 
that the transactions of importation and exportation are econo- 
mically connected ; since the ])a3rments due to foreigners in con- 
sequence of importation are nonnally liquidated by transferring 
the money-debts due from foreigners in consequence of exjiorta- 
tion. When the exchange between two countries is at par, any 
such debt — assuming for simplicity that its payment is certain 
and immediate and that both countries have standard coin of 
the same metal — is purchasable on either side for an amount 
of coined metal equivalent to that which the debt rendera pay- 
able on the other side ; the instrument of transfer being usually 
a bill of exchange, — a written order by the exporting mer- 
chant dirccting his coiresjKmdent in the countiy^ to which he 
has exported to |)ay the money due. In this way, when the 
exchange is at par between two countries, as the means of 
pa3dng money due in either may be purchased in the other by 
an e<juivalent amount of domestic coin, the money-price of the 
wares of either in the other will tend to correspond to the 
lAoney-cost of productitin at home together with the money-cost 
of carriage. But if the trade has produced an excess of debts 
on either side, it may not be possible to liquidate it without the 
payment of actual coin : and then competition may increase the 
price of bills payable in the country to which coin has to be 
sent by a prcmium equivalent to the total cost of sending 
bullion or foreign coin to the countiy in question, and trans- 
fonning it into the current coin of that couiitiy". When the 
price of bills has risen to this jioint, it is evident that the cost 
of importing wares from the country in question, to be jiaid for 
by these high-priced bills, must substantially include the cost 
of conveying the money back ns well as the cost of carriage of 
the wares themselves. On the other hand, when the o])posite, 
extreme of the fluctuation is reached, the cost of carriage of the 
wares themselves is at least partly paid by premiums on bills^ 
These fluctuations accordingly exemplify and in a sense 
represent the fluctuations in the real cost of obtaining foreign 
wares of which our theory gave an account. But, for the reason 

^ I say '* at least partly,” because in most oases the expense of conveying goods 
is greater than the expense of conveying money. 
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explained in the preceding section, the former do not exactly 
corTes|K)nd to the latter : for if money have a greater purchasing 
power in (say) the United States than in England, the addition 
to the real price of English goods in the United States, over 
their real price in England, will be correspondingly greater thjin 
it appears ; and vice versd. 

In the preceding discussion I have supposed for simplicity’s 
sake that only two countries are engaged in trade, and that 
their mutual indebtedness arises only from the exchange of 
their respective produce. In applying the theoiy to concrete 
facts it must be borne in mind, first, that the mutual indebted- 
ness of nations results “from the relative toLils of all the 
“amounts expended by each ujK>n the. other, whether in 
“jiayment of produce and manufac^tures, or for the jnirchase 
“ of shares and public securities, or for the settlement of profits, 
“commissions, or tributes of any kind, or for the discharge 
‘ of the expenses incurred in foreign residence or travel : in 
“fiict, from the entire payments (or promises to j)ay) which 
“ pass between the respective countries. The liability incurred 
“ is identical in its effect, whatever its origin may be ; eveiy 
such liability has to be liquidated by the transmission either 
of money or of an order to receive money piyablc in the 
foreign country. Still the greater part of the transactions by 
which debts are incurred between countries, and the means of 
paying such debts obtained, consists of the importations and 
exportations of jiroduce. 

And secondly, it must be borne in mind that the condition 
of the Foreign Exchanges of any country, and consequently 
the share that it pays of the cost of its foreign trade, depends 
on its relations of debit and credit not with each country sepa- 
rately, but with all countries taken together; since, through 
the process technically called arbitration of exchange, a pay- 
ment due from country A to country B may be made by 
assigning to B a debt due ifrom a third country C to A. 
“There is some little additional expense, partly cx)mmission 
“ and partly loss of interest, in settling debts in this circuitous 
“maimer, and to the extent of that small difference the ex- 
“ change with one country may vary apart from that with 


^ Gosohen, Foreign Exchanges^ c. 2. 
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“others; but in the main, the exchanges with all foreign 
“countries vaiy together, according as the countiy has a 
“balance to receive or to pay on the general result of its 
“ foreign transiictions.”^ 

§ 5. The thooiy’ above expounded applies, of course, to 
trade within a countiy no less than to foreign trade; unless, 
as I Wild before, the necessity of considering the equation of 
reciprocal demand is superseded by the assumption of a perfect 
mobility of capital and labour. It is, therefore, strictly to 
be called a “ theory of the values of wares exchanged between 
“distant places,” rather than a theory of international values. 
It is tnic that in a country where the same piper currency 
was used thnjughout, the facts that we have been examining 
would genemlly escape notice ; ' because as the cost of trans- 
mitting money would be trifling, thei*e could be no manifest 
fluctuations of inland exchange. Still, none the leas would 
money be moi*e abundant and prices at a higher level in towns 
or districts for whose products there was a keen demand in 
other jiarts of the country: so that the fbnner would leally 
bear less than an equal share of the cost of the tnide that they 
cairied on with the latter. Accordingly, thei*o is no shari:> 
distinction to be drawn — a|)art from the effects of govern- 
mental interference — between the laws jictually governing the 
values of products sold within the countiy in which they aiv 
prcnluced, and the Liws governing the values of irnp)i*ted wanis. 
All that can be wiid is that in dealing with a modem civilised 
cimntry, duly furnished with means of communication and con- 
veyance and substitutes for coin, the error involved in our as- 
sumption that the mai’ket values of domestic products tend to 
be everywhere the same, allowing for the cost of their cairiage 
to market, will generally speaking be comparatively slight; 
wherejis in considering the values of the wares of international 
trade, a similiu- error would not unfrequently be material®. 

At the same time, it is only in the case of Foreign Trade 

1 Mill, Book 111. 0 . XX. § 3. 

* Hence, in the diecuBBion of the pi’eoediug chapter, we neglected, for aim. 
plicity's sake, the differences in the purchasing power of money in different 
looalitieH within the same country. These differences, as we have before seen, 
it is theoretically impossible to estimate with perfect exactness ; but it should be 
observed that so fSeur as they actually exist, a further theoretical imperfection is 
introduced into the determination of value by cost of production. 
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that the investigation of the conditions of fsivoumblc inter- 
change excite practical interest; because it is only in this 
case that there has ever been a serious question of govern- 
mental interference with a view of making the interchange 
more favourable. Whether such interfci'ence can ever be on 
the whole exjiedient I do not now projKise to discuss; but it 
may be observed that the theoretical determination of the divi- 
sion of the expenses of foreign trade does not enable us to 
determine the total amount of the gain resulting from such 
trade to either nation. To know this, we must know what 
each nation would have produced with the labour and capital 
now employed in producing for foreign trade: which generally 
we can but vaguely guess. 

Nor, again, does it in any way follow that the nation that 
pays the greatest shai-e of the double cost of carriage is the 
one that gains least. Indeed the very opposite may very likely 
be the fact ; iis will appear if we look again at the h}q>othetical 
case considered in § 2, where we supposed an entirely unre- 
ciprocated demand in one country B for the products of Jinother 
country A. Under these circumstances, as we sjiw, the trade 
tends to be carried on under the most unfavourable condi- 
tions possible for B, so far as the division of expenses is con- 
cerned ; since the consumers in B have to pay the whole of the 
double cost of carriage. On the other hand, it is not iinprol>able 
that the consumers in B will have the greater gain in utility ; 
since they obtain access by the tnide to an entirely new com- 
modity, whereas the inhabitants of A only obtain at best a 
somewhat moi’e economical way of acquiring commodities pro- 
ducible <at home. 



CHAPTER IV. 

DEFINITION OF MONEY. 

§']. In the course of the ‘preceding chapter we have been 
led to see the importance, in the theory of “international” 
values, of a clear view of the nature and causes of variations 
in the value of money. But the very denotation of the term 
money is so fluctuating and uncertain, that before we discuss 
the laws by which its value is determined, it seems desirable 
to make a thorough and systematic attempt to define the term 
itself^ 

^ JevouB, in his excellent little book on ** Money/* tells os that the ingenions 
attempts that have been made to define money ** involve the logical blunder 
**of supposing that we may, by settling the meaning of a single word, avoid 
** all tlie complex differences and various conditions of many things, requiring 
**eaoh its own definition.” Without denying that this blunder has been some> 
times committed, 1 think it misleading to suggest, as Jevons does, that the 
attempt to define a class-name necessarily implies a neglect of the spedfic 
differences of the things contained in the class. Indeed, when he goes on to 
say that the many things which are or may be called money — ** bullion, standard 
**ooin, token coin, convertible and inconvertible notes, legal tender and not 
legal tender, cheques of various kinds, mercantile bills, exchequer bills, stock 
** certificates, Ac.** — ** require each its own definition,** he apparently maintains 
the rather paradoxical position that it is logically correct to give definitions of a 
number of species, but logically erroneous to try to define their common genus. 
It is easy to shew that several at least of these more special notions present just 
the same sort of diflionlties when we attempt to determine them precisely as the 
wider notion ** money *’ does. For instance, the distinction between bullion and 
coin seems at first sight plain enough ; but when we ask under ^bich head we 
are to classify gold pieces drcnlating at their market value in a countxy that 
has a single silver standard, we see that it is not after all so easy to define coin. 
The diaracteristic of being materially coined, — ^that is, cut and stamped by 
authority, — though it has always been combined in our own experience with the 
characteristic of being legal tender, is capable of being separated from it; so 
that we have to choose between the two in our definition. Similarly, we may 
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As in previous attempts to obtain definition, it seems 
best to begin by a careful and unbiassed consideration of 
the actual usage of the term. And here we are met at the 
outset by a rather remarkable phenomenon. There seems to 
be a tolerable accord among persons who write about money in 
England at the present time, as to the denotation that ought 
to be given to the term when they directly attempt to define 
it; at any rate, the margin of difference is inconsiderable in 
comparison with the amount of their agreement. Unfortu- 
nately the denotation so given disagrees veiy widely with 
their customary use of the term when they are not tiying to 
define it; and this discrepancy is not of a minor kind, but 
as fundamental as can well be conceived. When the ques- 
tion is expressly raised they have no doubt that by money 
they mean what they also call currency, that is, coin and 
bank-notes. They see the need of distinguishing the latter 
as piper money or j)apcr currency; and they recognise the 
existence of a narrower definition which restricts the term 
money to coined metal, on the view that bank-notes are mere 
promises to pay money, which ought not to be confounded with 

• 

inquire whether by calling notes oonvertible it is merely meant that their issuer 
has promised to convert them into coin on demand, or whether a belief is 
afiirmed that he would so convert them if required ? If the latter alternative 
be chosen, it must be evident that the legitimacy of such a belief must depend 
upon the nature and extent of the provisions made by the issuer for meeting 
demands for (xiin ; so that in order to define convertibility precisely we shall 
have to determine what provisions are adequate, and whether all possible demands 
should be provided for or only such as may reasonably be expected. Then 
further, how sluUl we treat the case — ^which used to be common in the United 
States->of notes for which coin will almost certainly be paid if demanded, but 
not without a serious loss of good-wiU to the demander? In short, we cannot 
escape the proverbial difficulties of drawing a line, if we attempt to use any 
economic terms with precision ; and instead of seeing in these difficulties—as 
Jevons seems to do — a ground for not making the attempt, 1 venture to take an 
exactly opposite view of them. 1 think that there is no method so convenient 
for bringing before the mind the ** complex differences and various conditions” 
of the matters that it is occupied in studying, as just this effort to define general 
terms. The gain derived from this process (as 1 have urged in a previous 
chapter) is quite independent of its success. Wo may find that the reasons for 
drawing any proposed line between money and things rather like money are 
balanced and indecisive. But since such reasons must consist in statements 
of the important resemblances and differences of the things that we are trying 
to classify, the knowledge of them must be useful in economic reasoning, 
whatever definition we may ultimately adopt. 

8. P. E. 
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money, however currently they may be taken for it. But they 
are generally disposed to reject this view as a heresy: and 
though the narrower sense is that adopted by several econo- 
mists of repute, I imagine that it would be regpirded as at least 
old-fashioned by practical men; except so far as the word is 
quite technically employed in relation to the details of banking 
business. Again, though in the “Resumption” controversy 
in the United States it was maintained that inconvertible 
notes ought not to be regarded as money, I do not think 
a definition excluding such notes — ^but including convertible 
notes — ^has ever found favour in England; although English 
financial authorities are of course agreed that inconvertible 
paper is a bad kind of money. Further, our authorities allow 
that there is a certain resemblance between bank-notes and 
bills of exchange, letters of credit, promissory notes issued by 
private persons, &c.; but though they may regard these latter 
as constituting an “auxiliary currency,” they do not consider 
them to be currency in the strictest sense, and therefore do not 
call them money. The only important jx)int on which their 
utterances are doubtful or conflicting is the question whether 
notes issued by private banks and not made legal tender should 
be considered as money ; the importance of this question, how- 
ever, so far as England is conceraed, is continually diminishing. 
But when bankers and merchants, or those who write for them, 
are talking of “ money” in the sense in which, genemlly speak- 
ing, they are most practically concerned with it, — of money 
which is sjiid to be sometimes “scarce” and at other times 
“plentiful” in what is Cidled the “money market,” — ^they speak 
of something which must be defined quite differently. For 
though coin and bank-notes form a specially important part of 
money-market money, still, in such a countiy as England where 
deposit-banking is fully developed and payment by cheque 
customary, the greater pirt of such money must consist of 
bankers’ promises to pay coin^ on demand, not “embodied” or 
represented otherwise than by rows of figures in their books. 

What has just been said will appear to some of my readers 

1 It maybe said that English bankers are not strictly liable to pay their debts 
in coin, as they may tender Bank of England notes instead. But as these notes 
are only legal tender so long as the Issue Department of the Bank of England 
gives eoin for them on demand, the phrase in the text is substantially aoourate. 
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a truism. But there are probably others to whom it will 
appear a paradox; and for the sake of these latter it will be 
well to pause and illustrate pretty fully this use of the term 
Money. I shall take my illustrations fi^m Bagehot’s Lombard 
Street as being a widely read book written by a distinguished 
economist for practical men. Now it is true that Bagehot never 
eaye that in speaking of the money of Lombard Street, the 
possession of which makes England “the greatest moneyed 
country in the world,” he means a commodity of which the 
greater part exists only in the form of bankers’ obligations to 
pay money on demand, not even embodied in bank-notes. But 
there are many ptissages in which it is clear that ho can mean 
nothing else*. Take, for example, the following: — 

“Eveiy one is aware that England... has much more iinme- 
“diately disposable and ready cash than any other country. 
“ But very few persons are aware how much greater the ready 
“ balance — the floating Imin-fund, which can be lent to any one 
“ for any pur{)ose — is in England than it is an 3 nvhere else in the 
“ world. A very few figures will shew how large the London 
“ loan-fund is, and how much gi-eater it is than any other. The 
“known deposits — the deposits of banks which publish theit 
“ accounts — are, in 

“ London (81st December, 1872) . . £120,000,000 

“ Paris (27th Febniaiy, 1873) . . 13,000,000 

“ New York (Februaiy, 1873) . . 40,000,000 

“ German Empire (31st January, 1873) . 8,000,000 

“ And the unknown deposits — the deposits in banks which do 
“ not publish their accounts — are in London much greater than 
“ those in any other of these cities. The bankers’ dej)osits of 
“ London are many times greater than those of any other city — 
“ those of Great Britain many times greater than those of any 
“ other country ” *. 

Here Bagehot clearly reganls these bankers’ deposits as “ im- 
“ mediately disposable and ready cash.” But if we ask ourselves 
where and in what form this “ cash ” exists, it must be evident 
that, at any given time, most of it exists only in the form of 

^ There are, no doubt, other pasaagea in Lombard Street — as will be presently 
noticed — where “ money is used in the narrower sense of ** metallio money.’* 

* Lombard Street, c. i., p. 4. 
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liabilities or obligations, acknowledged by rows of figures in the 
bankers* books ; and that it is transferred fix)m owner to owner, 
and thus fulfils all the functions of a medium of exchange, 
without ever assuming a more material shape. Most persons, 
no doubt, who have not specially considered the matter, have 
a vague impression that these figures in bankers’ books “ repre- 
“sent” sovereigns or bank-notes; which, though they are not 
actually in the banker’s possession, have yet passed through his 
hands, and exist somewhere in the commercial world. But 
if this view does not vanish on a few moments’ reflection, it 
must at any rate be effectually dispelled by a perusal of Lombard 
Street ; since the main drift of that book is to bring prominently, 
forward the fact that, in consequence of the “one-reserve system” 
upon which English banking is constructed, but little of this 
immense “ loan-fund which win be lent to any one ” could possibly 
be presented in the shape of coin or bank-notes. Of course 
some jK)rtion of the money lent by London bankers is continually 
taken from them in this shape. But a little reflection on the 
mode in which it is borrowed and used will shew how com- 
paratively small this portion is. Such loans are chiefly made 
ft) traders, either directly by the bankers or through the agency 
of the bill-brokers ; and when a trader borrows from his bank, 
he almost always does so by having the loan placed to his credit 
in his banker’s books, and drawing against it by cheques ; and 
the effect of such cheques, for the most pfirt, is not to cause the 
money to be produced in the fonu of coin or notes, but merely 
to transfer the claim on the banker to some other customer of 
the same or some other bank. The bank-notes and gold are 
merely the small change of such loans; and it is only when 
money is lent to manufacturers and femners, who have large 
sums to pay in wages, that the amount of this change bears 
even a considerable proportion to the whole loan. It may seem 
that when cheques on one bank are paid into another, material 
money must pass between bank and bank. But by the system 
of the Clearing House the mutual claims of the different banks 
are set off against each other ; so that, even when the balance 
daily due from each bank to any other was paid in notes, the 
amount of these required was very small in proportion to the 
amount of liabilities transferred; and now no notes are com- 
monly needed at all, as such balances are paid by drafts on the 
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Bank of England, where the other banks keep the main part of 
their reserves. 

But we may reach the same result more briefly by means of 
a few statistics, which I take imm Mr Palgrave*s Notes on 
Banking, published in 1873. Mr Palgrave estimates the whole 
amount of deposits held in English, Scotch, and Irish banks 
(exclusive of the discount-houses) on the 12th of March, 1873, 
at about 486 millions, the liabilities of the London banks alone 
being about 179 millions: while he estimates the metallic 
circulation of the whole kingdom in 1872 at about 105 millions, 
and the note circulation at 43 millions. If we consider that 
more than 10 millions of notes and coin are, on the average, 
kept as reserve by the Bank of England, and that the provincial 
banks require a considerably larger proportion of coin for their 
daily business than the London banks, we shall require no 
elaborate proof to convince us that the greater part of the 
“ unequalled loan-fund ” of Lombard Street can never emerge 
from the immaterial condition of bankers* liabilities'. 

The difficulty, indeed, is not to prove this, but rather to 
explain why this obvious truth is overlooked, or even implicitly 
denied; not merely, as has already been said, in all fonnal 
definitions of money, but in most of what is s^xid and written 
about the functions of bankers. Mill, for instance, implies 
over and over again that the medium of exchange, which it is 
the business of bankers to collect from private individuals and 
lend to traders, consists altogether of coined metal — or at least 
of coin and j)aper substitutes for coin made legal tender by 
Government*: and a similar implication is contained in much 
of Bagehot’s language*. 

§ 2. The explanation of this serious and wide-spi-ead in- 
accuracy of thought and language is, I think, two-fold. In 

. ' In a paper published by the Statistical Society in March, 1876. Mr John 

Dun estimated the deposits of the banks of the United Kingdom to amount to 
over 590 millions of pounds. 

^ Compare, among other passages, Book III., c. xi. § 2 and c. xii. § 2. 

» Cf. (e.g.) Lombard Street, o, vi., p. 143. The only English writers on 
currency known to me who adequately avoid this erroneous conception are 
Professor Bonamy Price and Mr Maoleod: and I may take this occasion to 
acknowledge my obligations in the present chapter to Mr Macleod's Theory of 
Banking. In saying this, I must guard myself against being understood to 
approve of Mr Macleod’s general treatment of Economics. 
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many cases it is due to an inadvertent inference from a part 
to the whole, of the kind that has caused so many economic 
fallacies. A practical man is aware that (in ordinaiy times) 
he can convert any portion of his banker’s liabilities into gold 
or notes at will, and that he only leaves it in its immaterial 
condition for his own convenience, — being less afraid of the 
failure of his bank than he is of having his gold or notes 
stolen. Hence he naturally comes to think and speak of all 
the ‘‘money at his bank” as “ready cash”; and thus, with 
Bagehot, conceives England as having “ more ready cash ” than 
any other country. When, however, he comes to consider 
possible crises and collapses of credit, the difference between 
bankers’ liabilities and their means of meeting them becomes 
only too palpable; the same thing that he has just called 
“ cash ” appears to him in its opposite character of “ credit ” ; 
and — again with Bagehot — he views England’s “ cash in hand ” 
as being “ so exceedingly small that a bystander almost trem- 
“bles at its minuteness compared with the immensity of the 
“credit that rests upon it.” These two views of “cash” or 
“ money ” exist side by side in his mind, without being brought 
into any clear or consistent relation to each other; and thus 
we get the paradoxical result which I noticed at starting, that 
when such a practical man is called upon to give an express 
definition of money, he formally ignores the greater j)art of the 
actual medium of exchange, of which in the ordinary course 
of his business he is continually thinking and speaking as 
“ money.” 

So far, however, as this inadequate representation of the facts 
is common also to theoretical economists, it is rather because the 
existence of this immaterial money is obscured to their view, 
not by the material money into which the banker is bound to 
convert it, but by the goods other than money which the bankers’ 
customers purchase by means of it. 

For instance. Mill begins his chapter on the Value of Money 
by “ clearing fix)m our path a formidable ambiguity of language,” 
by which, as he explains, money is commonly confounded with 
capital. 

“When one person lends to another,” he says, “what he 
“ really lends is so much capital ; the money is the mere instru- 
“ ment of the transfer. But the capital usually passes firom the 
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“ lender to the receiver through the means either of money, or 
“ of an order to receive money, and at any rate it is in money 
** that the capital is computed and estimate. Hence, borrowing 
“ capital is universally called borrowing money ; the loan market 
“ is called the money market .... and the equivalent given for 
“ the use of capital, or, in other words, interest, is not only called 
“ the interest of money, but, by a grosser perversion of terms, 
“ the value of money.” 

Now, I do not deny that there is a confiising ambiguity in 
the phrase, “value of money”; but the language that Mill 
uses in exposing it seems to me open to a similar objection. 
It is true that, when the value of money is mentioned in 
Lombanl Street, it is not the purchasing power of money, 
me^isured in commodities, that is intended; it is, however, 
strictly and precisely the value of the tempomry use, not of 
capital generally, but of money (including bankers’ obligations) 
in j)articular* ; estimated, as other values are commonly esti- 
mated, in tenris of money. Of course, a man ordinarily borrows 
money in order to buy something else, or to pay for something 
already bought ; but what he actually borrows — and is legally 
bound to repay — is the medium of exchange, and it is materially 
inexact to repi'esent him as borrowing anything else. In 
borrowing and lending, just as in ordinarj’^ buying and selling, 
the function of the medium of exchange is to facilitate — while 
also complicating — the transfer of other commodities : but that 
is no justification for suppressing the fact of its intervention, or 
misrepresenting its nature*. This intervention of course, is not 
strictly indispensable ; commodities might be exchanged directly 

^ The oauses which tend to make the rate of interest or discount paid for the 
use of money diverge somewhat from the rate of interest on capital generaUy will 
be discussed in the next chapter. 

3 When MiU speaks contemptuously of an ** extension of credit being talked 
• **of...as if credit actually were capital,” whereas it is only ** permission to use 
” the capital of another person,” it is to be observed that, in a certain sense 
it may be said of gold coin that its only function is to '* permit” or enable 
its owner to obtain and use other wealth : and that it is only in this sense that 
Mill's statement is true of the credit or liabilities which a banker lends to his 
customers, whether in the form of notes, or under the rather misleading name 
of “ deposits.” This credit, no doubt, is a comparatively fragile and perishable 
instrument for transferring wealth ; but that is no reason for ignoring the fact 
that, in a modern industrial community, it is the instrument mainly used for 
this important purpose. 
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for each other, or borrowed without the intervention of a 
medium, as houses and land, for the most part, actually are 
borrowed. And it may be useful sometimes, in giving a 
general view of economic facts, to omit the medium of ex- 
change altogether in)m our consideration; and to represent 
the persons who purchase goods with “ money ” borrowed from 
banlu as substantially borrowing the goods from the bankers' 
customers. But in so doing we should bear in mind how much 
this simplified view of the facts diverges from the reality ; and 
not mix it up with any statements that aim at representing the 
facts of exchange as they really are. It is undeniable that, in 
England now, wealth is chiefly tmnsferred by the intervention 
of a medium of exchange complex in com{)osition ; consisting 
partly of gold and silver coin^ partly of bank-notes, but to a 
greater extent of bankers* obligations to pay coin on demand, 
not represented by notes ; and it is chiefly this medium that is 
actually lent and borrowed in commercial and industrial loan- 
transactions. And it is no less undeniable that the immaterial 
part of this instrument has functions precisely similar to those 
of the material portion; that it is as effective in purchasing 
^oods ; that borrowers pay the same interest or discount for the 
use of it ; and that it, no less than metallic or j)aper money, is 
in ordinary times currently accepted in final settlement of all 
debts — except, of course, the debts of bankers. 

§ 3. For the reasons above given, I think it convenient for 
many purjjoses to keep close — as Bagehot implicitly does — to 
the use of the term money cuiTent in the money-market, and 
to denote by it the whole of the ordinary medium of exchange. 
The essential and fundamental function of money is to be used 
in exchanges and other transfers of wealth, where the object 
is to transfer not some particular commodity but command 
over commodities generally: it is as a medium of wealth- 
transfer^ that money is qualified for performing its other im-. 
portant function of measuring values’. If, then, we take this 

^ This would be a more strictly appropriate term than “medium of exchauge*’ 
in a general account of the functions of money: since there are many transfers 
of wealth which are not in any sense exchanges, such as pa^'ment of fines and 
damages, distribution of property or income among members of a family, &c. ; 
but I have thought it best generally to use the more familiar term. 

’ Jevons (Money t o. iii.) distinguishes “four functions which money fulfils 
** in modem societies.” It is (1) a medium of exchange, (2) a measure of value. 
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Ainction as essential ; if we understand by money that which 
''passes freely fium” owner to owner "throughout the community, 
"in final discharge of debts and full payment for commodities ; 

(8) a Htandard of value as Mr Walker says, a ** standard for deferred 
** payments ”], (4) a store of value. It is obvious that the second and third uses 
follow naturally— though not, as Jevons points out, neoessarily— from the first. 

As regards the fourth function, I agree with Mr Walker in declining to 
attribute it to money in the present economic condition of the most civilised 
societies. No doubt, in an earlier stage of economic development, the precious 
metals are largely used for hoarding as well as for currency : and, in a certain 
sense, any medium of exchange must always be also a store of value ; that is, 
each man must keep somewhere, so as to be obtainable without material delay, 
a sufiioient quantity of it for his ordinary purchases. But Jevons seems to mean 
by a ** store of value something that a person ** may hoard away for a time ” ; 
t.«., something which he does not intend to use for current purchases, but keeps 
for a remote occasion. In this sense — undoubtedly most appropriate to the 
term ** store *' — I must deny that metallic money is adapted to be a ‘‘ store of 
value,” or is ordinarily used for this purpose in modern societies. Debts 
payable before the remote occasion arrives (or portions of capital believed to be 
readily saleable) are the commodities chiefly used in this way by modem men 
of business. I may observe, moreover, that most of the language in which 
Jevons explains what he denotes by a ** store of value ** appears to me merely to 
describe a medium of international exchange. **It is worthy of inquiry,” he 
says, ** whether money does not also serve a fourth distinct purpose — ^that«of 
** embodying value in a convenient form for conveyance to distant places... at 
** times a person needs to condense his property into the smallest compass, so 
** that he may carry it with him on a long journey, or transmit it to a friend in 
” a distant country.” But, so long as the journey or transmission is within the 
range of modern societies,” what a man carries or sends is commonly some 
document transferring to a foreign banker a portion of his home banker’s 
obligations to pay him money on demand ; the foreign banker being ultimately 
repaid by having transferred to him some foreign merchant’s debt that has 
been purchased by the home banker. The whole transaction is obviously one 
of international exchange. 

^ In the above quotation from Mr Walker (Money, Trade, and Indmiry, p. 4), 
I have substituted the phrase ** from owner to owner ” in the place of from 
** hand to hand.” It appears to be the difference between the two phrases which 
renders Mr Walker unwilling to recognise deposits in banks as money; since 
they cannot ** pass from hand to hand,” us notes do. But surely when payment 
. is made by means of notes (not being legal tender), the important fact is not the 
mere physical transmission of pieces of paper, but the transfer of claims on the 
banker : which is equally effected when payment is made by cheques. No doubt 
the receiver of the cheque might demand payment in notes: but similarly 
the receiver of notes might pay them in and have the sum added to his account. 
The former, again, might ask for payment in gold; but so equally might the 
latter. From neither )K>int of view does there appear to be any essential 
distinction between the two. In saying this, 1 do not mean to ignore the 
important practical difference that exists between payment by notes and pay- 
ment by cheques. Cheques do not circulate as notes do : the receiver of a 
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then, in all ordinary conditions of modem commercial societies, 
bankers’ debts payable on demand, however acknowledged and 
transferred, are as rightly called money as they are commonly so 
designated ; and in all consideration of the quantity of money 
available for commercial or other purposes, this fact ought to be 
distinctly recognised. 

It may be urged, perhaps, that bankers’ debts are not 
accepted in final dischaige of other debts, because they have to 
be discharged by the bankers themselves in coin or legal-tender 
notes. But though each banker is under a general obligation 
of liquidating any portion of his liabilities in this way, practiwilly 
any such liquidation of liabilities in one case is balanced by an 
opposite transaction with some other customer by which the 
banker receives gold or notes in exchange for his own liabilities : 
so that, if we consider his transactions in the aggregate, it re- 
mains broadly true that, in ordinaiy times, bankers’ liabilities 
are accepted in final discharge of ordinary debts. Still the tact 
that any banker may be at any time called upon to fulfil his legal 
obligation, of paying coin or legal-tender notes to the extent of 
his liabilities, constitutes an important distinctive characteristic 
of that part of the medium of exchange which consists of such 
liabilities : there is certainly a sense in which the discharge of 
debts by gold or legal-tender notes is more final ; and it is a 
tenable view that the tenn “ money” should be strictly confined 
to what possesses this higher degree of finality. I think, how- 
ever, that legal currency hardly gives a sufficiently important 
distinction in the case of notes convertible into coin on demand ; 
since the equivalence of such notes to the coin they nominally 
represent is sustained not by their legal currency (which is of 
course no protection against depreciation by over-issue), but by 
the belief that they can be exchanged for coin at will. And 
though in some countries this belief may be firmer and better 

« 

cheque oommouly psye it in withont delay and thns selects the banker whose 
liabilities he consents to take as money, whereas the receiver of a note usually 
exercises no such choice; so that the transfer of bankers* liabilities is more 
complicated in the former case than in the latter ; since, as was before observed, 
there is a change of bankers as well as a change of bankers’ customers. But 
none the less is the essence of the transaot'on a transfer of bankers* obligations 
** in final discharge of debts and fuU payment for commodities.” Accordingly 
a definition of monqy which includes bank-notes generally and excludes the rest 
of bankers* liabilities is, I think, quite unacceptable. 
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grounded where the credit of Government is pledged to con- 
version than in the caee of notes issued by private bankers, we 
cannot affirm this as a universal law: and at any rate the 
difference of security is only a difference of degree*. On the 
other hand, the characteristic of “finality” belongs in the 
highest degree to the inconvertible notes for which a modem 
Government can usually secure practically complete currency, as 
an internal medium of exchange, by (1) undertaking to receive 
such notes at their nominal value in the payment of taxes and 
other debts due to the public treasury, and (2) mtiking them 
legal tender for the payment of all debts of money not contracted 
under the express condition that they are to be paid otherwise. 
But as the finality of such notes is only attained at the cost of 
rendering thtmi liable to depreciation from over-issue, their 
inferiority to convertible notes is so palpable and so universally 
recognised that it would be practically very awkward to dignify 
the former by the title of money while refusing it to the latter. 

Metallic money or coin is no doubt distinguished from the 
other constituents of our actual me<lium of exchange by the 
important attribute of being composed of a material that hjis^a 
high value for other purposes ; and also becjiuse, except in the 
case of an inconvertible paper currency, the value of all the 


1 It in sometimeB forgotten that the notes of the Bank of England, though 
in a certain sense “ legal money,*’ are not so in the sense most important to 
the political economist; since their legal currency would cease, if the Issue 
Department ceased to give gold for them, and therefore could liaiUly be effective 
in sustaining their value, if this ever came to be seriously doubted. Mo doubt 
the quality of these notes is unique ; in the severest crisis they would be taken 
as readily as gold. But this is not due to the fact that they are legal tender, but 
to the special provision made for maintaining their convertibility ; and perhaps 
even more to the general belief that the credit of the English Goveruiuent is 
practically. pledged to maintain it And hei'e again it must be observed tliat the 
unique position of the Bank of England has now practically an almost equal 
•effect in sustaining the currency of tlic liabilities of its banking department ; in 
the worst of panics everyone has considered ** money deposited with the Bank 
of England as safe as its bank-notes in his own strong chest. 

Hence it seems to me that, in relation to English finance, the definition 
of money that includes bank-notes generall}', and excludes the rest of bankers’ 
liabilities, is specially indefensible; since it ignores the profound distinction 
that separates th^ credit of the Bank of England from the credit of all other 
banks, while it unduly emphasises the more superficial distinction between the 
liabilities of provincial banks that are trausferr^ by notes and the liabilities of 
the London joint-stock banks that are transferred by cheques. 
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rest of the medium of exchange depends on the belief that any 
given portion of it could be exchanged for coin at will. This 
fact is sometimes expressed by the statement that metallic 
money alone has ** intrinsic value.” But the phrase seems to 
me misleading; since it is not the difference in the source 
of the value of coin, confusedly expressed by the word “in- 
trinsic,” which is practically important, but the difference 
in its range and permanence. It is not because coin is made 
of a more expensive material that it is a better money than 
notes; but because it can be used as a medium of exchange 
over a wider area, and because its value is not liable to sudden 
destruction through the insolvency of the issuer or to sudden 
diminution in consequence of excessive issues. And it should 
be borne in mind that these .distinctions are not of absolute 
and unvarying imj)ortjince ; there is no reason why we may not, 
some time or other, have an international circulation of bank- 
notes ; and the progress of science and industry might so enlarge 
the supply of gold as to make it pi>s8ible for a wise and stable 
Government to dt^vise a jiaper currency of more durable value 
than gold coin would then be, if still issued as at present. 

Still, under existing circumstances, the distinction between 
metallic money and bankers’ obligations — especially in a com- 
munity that abstains from inconvertible ])ai)er — remains funda- 
mentally important ; and I should have no objection to restrict 
the term money to the fonner, if any short word, sanctioned 
by usage, could be found for the whole medium of exchange. 
Since, however, this is not the case, it seems best to use 
“ money ” in the wider signification which it has in the money- 
market, and to refer to metallic money as “ coin.” 

And it must be borne in mind that even this definition is 
not wide enough for certain purposes ; as it does not cover the 
actual medium of exchange used in foreign — and to some extent 
internal — trade. The metallic money of commerce is properly 
bullion, not coin ; the latter is used for the payment of foreign 
debts only so far as it is the most convenient form of bullion. 
And the non-metallic medium of commercial exchange still 
consists to a great extent of merchants’, not bankers’, obliga- 
tions ; that is, of bills of exchange, so far as they still circulate 
among traders and are not at once discounted. Again, there 
are certain widely accepted securities — the bonds of some 
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Qovemments, of some railways, &c. — which are so much more 
convenient for transmission than bullion that they are fre- 
quently used as substitutes for bullion in the pa3rment of inter- 
national debts. When such securities have come to be bought 
and sold with a view to the fulfilment of this function, to deny 
that they possess pro tanto the most essential characteristic of 
money, would be to make ourselves the slaves of language. 
Since, however, neither merchants’ debts nor the debts of 
Governments, &c. form a medium of exchange currently accepted 
throughout a community in final settlement of debts ; it seems 
to me most convenient to call them not money, but “ substitutes 
“ for money.” 

This leads me to notice an objection that is likely to be 
brought against the view above expounded. It may be said 
that what I have ciilled Money is merely a part of what other 
economists have called Credit, and that it is more convenient 
to keep this term as indicating its real quality. And I should 
quite admit that for some purposes it is important to insist 
on the fact that bankers’ debts are after all debts, no less than 
those of private individuals. But in a general consideration of 
the manner in which the fiinctions of money are performed, 
it seems to me more important to point out that there is as 
much difference between one kind of credit and another, in 
respect of its currency, as there is between gold and “ goods.” 
If a private individual (A) obtains any valuable article from 
another (B) by promising to pay for it hereafter, and does pay 
for it, the credit he receives obviously does not operate as 
a substitute for money at all, in the long run — though it 
tends pro tanto to mise prices tenipomrily. Only if B us^is 
A’s debt to him as a means of purchasing another commodity 
from C does this credit begin to be a substitute for money: 
if C uses it similarly in a similar transaction with D, its 
.efficiency as a substitute is doubled. But it is not until such 
a debt has come to be taken without any idea of using it 
otherwise than as a me^ns of payment that it has completely 
acquired the chanicteristics of money. That this is, in ordi- 
nary times, the cjise with bankers’ obligations taken in the 
aggregate is undeniable; though (as I have said) the fact is 
obscured by the continual liquidation in gold of small portions 
of such obligations. 



CHAPTER V. 

VALUE OF MONEV. 

§ 1. We have seen in the pi*eceding chapter that the me- 
dium of exchange, in a society like our own, with a fully 
developed banking system but without inconvertible paper, 
should be conceived as consisting partly of metallic money, but 
to a much larger extent of bankers’ promises to pay metallic 
money on demand. These bankers’ obligations are partly repre- 
sented by bank-notes which pass from hand to hand ; but in 
England they are for the most part merely acknowledged in 
the bankers* books, and transferred by means of cheques. When 
a financial crisis occurs and mutual suspicion suddenly invades 
the commercial part of the community, the available amount of 
this immaterial medium of exchange is liable to shrink suddenly, 
through the widespread distrust of certain portions of it; so that 
the superiority in stability of other portions becomes of great 
practical importance. This superiority may be due to a special 
connexion between the Government of the scxjiety and a certain 
bank : for instance, we have already noticed that, through the 
special relations existing between the Government and the 
Bank of England, the promises of the latter occui)y a unique 
position among the promises of English bankers*. But however 
important may bo the differences between different species o£ 
bankers* debts, they are all equally accepted — so far as they are 
used as a medium of exchange — as of equal value with the coin 
into which they are nominally convertible on demand. Of 

^ As has already been noticed, this is trae not merely of the notes issned by 
the Issue Department, but also of the obligations of the Banking Department ; 
though the confidence in the latter does not rest on the same grounds as the 
confidence in the fbrmer, and cannot exactly be placed on a par with it. 
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course the use of these substitutes renders the demand' for 
metallic money — and therefore its value — less than it would 
have been, supposing metallic money alone available and the 
amount of exchanges to be mediated the same: but this supposi- 
tion is an idle one, since the use of bankers’ debts as money is 
an essential factor in the development of modem commerce, 
though the extent of its effects cannot be exactly estimated^. 
At any rate, so long as every portion of the aggregate of bankers’ 
debts is \)elieved by the bankers’ creditors to be convertible into 
coin at will, its exchange value at any given time cannot diverge 

' I may here note an inconsistency, pointed out by Caimes (Some Leading 
l^rimipiee, c. ii. §§ 2, 8), in Mill’s explanation of the term I>eman4. After laying 
down generally (111. c. ii. § S) that ** by demand we mean the quantity demanded,” 
he states, in the special case of money, that ** the demand for money consists 
** of all the goods offered for sale.” If this moonsisteiicy is to be avoided, it is 
on the whole best, in my opinion, to measure demand for money as well as for 
other things by quantity demanded. 1 admit that it is rather a strain on 
language to speak of a fall in prices as resulting from an ** increased ” (or, as 
I should say, ** raised ”) demand for money ” ; when the fact that the phrase 
denotes is not that the sellers want more money for tlieir commodities at the old 
rate of exchange, but that there are more commodities to be sold for whatever 
money they will fetch. But it seems better to submit to this strain on ordinayr 
language and thought in the one case of money, rather than adopt Cairnes’s 
alternative, and measure demand for commodities generally by ** quantity of 
** purchasing power offered for them.” For this involves an equally marked, and 
a more extensive and inconvenient, divergence from ordinaiy usage. What men 
commonly understand by an increase or rise in the ** demand for a commodity 
is that an increased amount of it is demanded at the price at which it was selling 
before the increase. No one voluntarily offers to give more for anything than 
he is asked for it ; if he thinks it cheap, he asks for more of it, though the 
result of such asking, on the part of himself and others, may be that the price 
is raised instead of the supply being increased. 

There would seem to have been some confusion in the minds of those 
writers on currency a generation ago, who insisted on the importance of 
regulating the bank-note currency so as to make it conform exactly to a 
” metallic standard ” (see Mill, Book 111. o. xxiv. i 8). For if they meant that 
the value of bank-notes must conform to the actual value of the coin th^ 
nominally represent, the result would seem to be sufHciently secured so long 
bs the convertibility of the notes is maintained ; while if they desired to make 
the value of notes and coin conform to what would have been the value of coin 
if no notes had been used, their attempt was manifestly chimerical. It is 
impossible to estimate the extent to which the value of gold would have been 
greater than it now is, supposing tliat bankers’ (and merchants’) obligations had 
never been used as substitutes for coin ; because it is impossible to say precisely 
how far the actual development of exchange, which would have occasioned this 
rise in value, would have taken place if the more convenient medium of exchange, 
afforded by these obligations, had never come into use. 
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from the value of the coin. Let us proceed, then, to consider 
the causes determining the value of metallic money. 

I have already noticed that the term “ value of money” is 
used in two ways: in economic treatises it usually means the 
purchasing power of money, or its exchange value measured in 
commodities other than money; in practical discussions about 
the “ money-market” it denotes the rate of interest paid for the 
temporaiy use of money. I shall presently discuss both the 
confusion sometimes made between these different facts and 
their actual connexion: in the mean time I shall avoid the 
ambiguity as fiir as possible. 

Let us ask, then, on what conditions the purchasing power 
of coin depends. In the first place, it should be observe^hat 
when the privilege of coining is, as it commonly is, monopolised 
by Government, it would be possible for the latter to raise the 
value of coin above what would be sufficient to defray the 
expenses of production, by limiting the amount coined. In fact 
this course is adopted by most modem Governments, in the case 
of coins used for very small payments only ; to these a valm$ is 
^igned, as representing a certain fraction of some higher coin, 
considerably above the value of the metal used in making them. 
Such coins are accordingly called “tokens.” But no civilised 
Government now adopts this plan in the use of coins current for 
larger payments : since on the one hand any money of which 
the value depends upon the limitation of its amount is always 
liable to be suddenly depreciated by large issues, and the result- 
ing danger of violent derangement in the pecuniary relations of 
all debtors and creditors has an injurious effect on commerce 
and industry ; while on the other hand if Governments, through 
necessity or cupidity, are driven to disregard this consideration, 
they now prefer the far more profitable and hardly more dan- 
gerous course of issuing inconvertible paper-money’. 

1 Many economiRts appear to me, in condemning this practice of ** lowering 
**the standard/’ to nee language calculated to mislead. For Instance, Mill Rpeaks 
of GoTemments robbing their creditors by the shallow and impudent artifice... 

** which oonsists in calling a shilling a pound, that a debt of a hundred pounds 
**may be cancelled by the payment of a htmdred shillings.” These phrases 
certainly suggest the popular error that a debased coinage necessarily falls in 
value in proportion to its debasement, even though the supply of the coinage 
is altogether under the control of the Government. Whereas such fall, as 
1 haye pointed out, depends upon its being issued in excess. At the same time 
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^ The question, indeed, that is now practically discussed in 
reference to coins is of the opposite kind ; namely, whether it 
is not on the whole most advantageous for the community to 
coin not only freely but gratuitoasly for all individuals who 
desire it, the expenses being defrayed by taxation. This, how- 
ever, together with the further question, how the inevitable loss 
through wear of the coins in use is to be made good, belongs 
rather to the Art of Political Economy*. Here we will merely 
assume that standard coins are coined freely for any person who 
brings gold to the Government mint at a charge that at any 
rate does not exceed the. cost of the process ; while any serious 
depreciation of the old coinage, in consequence of loss of weight 
through wear or ill-treatment, is prevented by the prohibition of 
the use of coins materially lighter than those issued by the mint. 

In these circumstjinces we may, without material error, 
n€iglect the cost of coinage in considering how variations in 
the value of coin will be determined ; and regard these as 
depending entirely on variations in the value of the metal 
used for standard coins. We will assume in the first instance 
that only one metal, gold, is so used; and, for simplicity, wp 
will suppose that over the whole region which we are con- 
sidering gold tends to have the same value, allowing for cost of 
carriage from the mines. This supposition is not far from 
tnie of the economically most advanced {>arts of the civilised 
world, united by active commercial intercourse. Though, 
strictly speaking, as we have seen in the last chapter but one, 
we have to consider not a single but a double cost of carriage, 
which, in this as in other cases, may be divided unequally 
between the trading countries; and we have also to take* 
account of the fact that a country does not merely receive 

it is to be observed that an amount may be excessive after debasement which 
was not so before; as a certain dislike of the coin is produced by the know- 
Jedge of its debasement, and this, together with the impossibility of using it 
for foreign payments, tends to diminish the d«;mand for it. 

It should be added that the value of token coins is not liable in the same 
way to depreciation through excessive issue; since the value of a token is 
intended to be determined entirely by that of the more valuable coin, to a certain 
fraction of which it is declared equivalent. If, however, such coins were issued in 
great excess, they mig^t perhaps be used to some extent in payments of a larger 
amount than that for which they are legally current ; and as so used, they would 
have a depreciated value. 

1 01 pof t, Book III. c. iv. § 5. 

8. P. E. 16 ' 
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gold as •an export from countries where gold-mining is carried 
on; it may also receive it in payment of debts from any 
other countiy with which it is in commercial relations. Under 
these complex conditions, all that we can say generally is 
(1) that the value of gold in a counti^^ where there are 
no gold-mines will tend to be in excess of its value in a 
country from which it is profitable to import it, by some 
portion of the double cost of carrying gold one way and 
some kind of goods the other way; and (2) that in propor- 
tion as the products of a countiy’^ are keenly demanded abroad, 
this excess will tend to be reduce<i. Hence any change in 
the conditions of trade may modify somewhat the value of 
gold in a particular district, without equally affecting its value 
elsewhere. But in the present discussion it is best to ignore 
these minor changes in local values ; and to suppose the value 
of gold to change uniformly over the region contemjilated, as 
would be approximately the case in an isolated country supplied 
from its own mines. 

§ 2. In the first place, gold, like otheu* products of extractive 
industry, is a commodity produced simultaneously at v(*ry 
Afferent costs; the cost of the least remunerative poi*tion of 
its production tending to increase — so long as other things 
remain the same — as the total amount produced increases. As 
we have seen, so far as industrial competition operates, the value 
of such commodities will be affected — not only transicintly but 
to some extent permanently — by any change either in the 
conditions of supply or in those of demand ; a rise in the 
demand, other things remaining the same, tends to misci the 
value because the supply Ciimiot be correspondingly increased 
without having recourse to more exj)ensive production ; and any 
increase in cost of the leiust remunerative part of the pro- 
duction, demand remaining unchanged, will tend to have 
ultimately a similar effect. Hitherto, however, the action of 
industrial competition has been particularly irregular in the 
case of gold; owing to the various and uncertain nature of 
the returns of the industiy, and to the fact that the working of 
alluvial deposits — from which a very large part of the gold in 
the world has been derivcKl — can generally be carried on with 
veiy little capital. Further, in consequence of the great 
durability of gold, and the fact that the gold used as money 
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is practically always in the market, any change in the cost 
of production of the metal is likely to take a long time 
to produce its full effect on exchange value. “Hence the 
“effects of all changes in the conditions of production of the 
“precious metals are at first, and continue to be for many 
" yeiirs, questions of quantity only, with little reference to cost 
“ of production 

Let us then consider how the value of a given quantity 
of gold will be affected by the conditions of demand. The 
total demand for gold is composed, in an advanced in- 
dustrial community, mainly of two elements, which have to be 
kept distinct in considering the causes of its variations; (1) the 
monetary demand, including the deiiuuid for bullion as the 
metallic money of international trade ; and (2) the demand for 
ornamental oi* technical! use. Any rise (or fall) in either demand 
must affect the value of the whole : but it will obviously affect 
it to a less extent than if then‘ were only one kind of demand, 
fis its effect will be pirtly countemcted by the reduction (or 
extension) in the other demand, consequent on the change in 
value. We may Jissume of course that both demands alikq 
exhibit the general relation of demand to value, extending as 
thi* latter falls and shrinking jis it rises; but so far iis the 
demand for ornamental or technical uses is concerned we have 
no reason to assiinn? any particular quantitative relation between 
a given change in value and the consequent change in extent of 
demand. 

The case is different with the monetary demand. But 
before analysing this mort'. minutely, I must notice a thiid kind 
of demand, compm-Jitively uiiimportjint in an advanced stage of 
industrial development, but very inipt)riant at lower stages, — 
I ineiin the demand for hoarding. It is somewhat difficult to 
distinguish it shaqdy from either of the other two kinds of 
demand: for (1) in the stage of economic devel<»pment in which 
hoaixling takes phice to a consideiable extent, ornaments of 
gold and silver are often partly valued as a form of hoarding ; 
and (2) on the other hand, it is difficult to draw a sharp line 
between hoarding coin and keeping it for cuiTent use, since 
what is hoarded is intended to be used sometime as a means of 


1 Mill, Political Economy, lU. c. ix. § 2. 


16—2 
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obtaining other wealth. This latter difficulty may be illustrated 
by the &ct that some economists class bank-reservos of gold 
vdth hoards ; and, no doubt, such reserves are kept for security 
against needs that may never arise — and which, certainly, the 
bankers hope to avoid altogether. Nevertheless this classification 
seems to me misleading; since the employments of gold thus 
placed together are as unlike as possible in their real relations 
to the ordinaiy monetary work of gold : for gold hoarded is — 
for the time at least — withdrawn from this work, whereas gold 
kept in bank-reserves, by sustaining the convertibility of 
bankers’ debts, indirectly performs monetary work in a higher 
degree than coin. 

In short, the monetaiy utility of gold, as an internal medium 
of exchange, has to be viewed in relation to two distinct uses : 
(a) the use of coin for mediating directly in certain transfers of 
wealth, generally of small amounts ; and (b) the use of coin or 
bullion as the basis of a medium of exchange currently accepted 
as equivalent to coin but larger in quantity than the gold which 
sustains its convertibility, — ^larger in varying degiees, according 
^to the nature of the system for supplying substitutes for gold. 
Now it is clear that a mere change in the value of gold, 
consequent on a change in its quantity, has no general tendency 
— supposing other things unchanged — to affect the relative 
proportions in which coin and its substitutes are respectively 
used; since the value of such substitutes, supposing their 
convertibility complete, must rise and fall pari passu with that 
of coin. Nor, again, supposing the exchanges of commodities 
requiring the mediation of money to remain constant, has a 
change in the quantity of gold any tendency to affect the 
monetaiy efficiency of coin or its substitutes in the way of 
altering their “rapidity of circulation,” — i.e., altering the number 
of exchanges in which the same coin or debt is used over again 
within a given time. Hence, so far as the quantities and 
relative values of the commodities exchanged remain the same, 
the quantity of gold demanded for the work of mediating 
exchanges may be taken to vary simply in reverse ratio to 
its purchasing power, — for the obvious reason that, as the price 
of an3rthing rises, a projiortionally larger amount of money is 
required to buy it. 

Now actually, of course, the work that money has to do is 
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continually undergoing some change ; and any change in the 
quantity of gold in a country is sure to coincide with changes 
in the supply of commodities of all kinds for purchase. It 
seems, however, clear that the mere fact that the quantity of 
money in a country is altered cannot have in itself — t.s., ajiart 
from any change in the proportions in which it is distributed — 
any tendency to alter the quantities or relative values of the 
commodities which are bought and sold for money, so far as 
the terms of exchange are settled subsequently to the alteration 
by competition and not by custom. But such exchanges will 
not constitute the whole of the work that the altered quantity 
of money has to perfonii. Even if we leave mere custom out of 
account, an important part of this work will consist in the 
liquidation of debts and other payments fixed prior to the 
change and unaffected by it: hence a fall in the purchasing 
power of coin, consequent on an increase in its quantity, will be 
proportionally favourable to all borrowers of money and all 
persons whose income varies continually with the market value 
of their services. In the present state of society, therefore, 
such a fall must bo importantly favourable to persons engaged 
in industry, especially to the employers of capital in whole- 
sale trade, since such j)ei‘sons are habitually extensive borrow- 
ers* ; and it must consequently tend to encourage industrial en- 
terjirise. In this way the eflects of an increase in the proportion 
of gold to commodities may be somewhat reduced, or at least 
spread over a longer peri<Ml, by the stimulus to industry which 
the transition from the smaller to the larger relative quantity 
gives; and a deci'ease may similarly act as a discouragement. 
Again, in other ways the actual process of change in quantity 
of gold may alter sensibly the distribution of wealth, and thus 
to some extent modify the work that money has to do even in 
the way of mediating exchanges. For instances when an 
•important increase occurs in the quantity of gold in a country 
through the opening of new sources of supply, the new supplies 
do not act uniformly on the prices of things and services. They 
tend to raise first the wages and profits of persons engaged 

* The 8iz hundred millions of money — or thereabouts— that the bankers of 
the United Kingdom owe to other members of the community is mainly balanced 
by debts which traders or other producers have incurred to the banks ; partly 
discounts of bills, partly by loans and overdrafts. 
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in gold-mining, then the prices of commodities specially con- 
sumed by them — raising these latter unequally, according to 
the different conditions under which they are produced — and 
thus to flow with varying degrees of rapidity into different 
channels of exchange ; and it is quite possible that some of the 
changes in the distribution of wealth, that thus tend to ac- 
company a material increase in the proportion of gold to 
commodities, may also cause a material change in the need of 
the community for coin. For example, they may increase the 
share of produce that is divided into small incomes, whose 
possessors chiefly use coin in making their purchases, at the 
expense of the share of the wealthier classes, who chiefly use 
bankers’ obligations^ In short, we cannot affirm more than that, 
in assuming the monetary work of gold to i-emain unchanged 
by a change in its quantity, and infen-ing that the monotarj’ de- 
mand for gold will tend to expind or shrink in simply inveree 
proportion to the fall or rise in its value, we get a result which 
must in all cjises be useful as a first approximation to the actual 
effect of the change considered ; though it will probably always 
require to be corrected by talking into account minor effects, 
varying accoi’ding to the special nature* and ciicumstances of 
the change. 

§ 3. In the pn^ceding section I have considered how a 
change — sjiy, for definitentjss, an incre.-ise — in the amcaint of 
gold tends to affect its value, supposing thi* moiit‘taiy' work that 
it has to do to remain unchanged. It is obvious that if re- 
versing the hypothesis, we suj)pose the quantity of gold to 
remain unchanged, while the mont*tiiry work done by it 
decre^es, the effect on its value would be similar: the 
exchange value of gold relatively to comnuxlities in general 
must clearly be affected by a change in the quantity of com- 
modities in general offered for sjile, — consequent (let us say) on 
a change in the numl)er8 or average wealth of the community* 
in question — no less than by a change in the quantity of gold 
in monetaiy use*. And, actually, the value of gold which we 

> Cairnes has argned {Essays in Political Economy^ p. 130) that the addition 
of 40 per cent, to onr gold enrrenoy between 1851 and 1859 was prevented from 
affecting prices as much as it would otherwise have done, owing to the increase 
in the real incomes of the industrial classes in England that took place simul- 
taneonsly with — and partly in consequence of — the increased production of gold. 

3 It is necessary to draw attention to this obvious truUi; since it seems 
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have to explain is almost always a relation between a changing 
quantity of gold in monet*iiy use, and changing quantities of 
commodities exchanged for it. But as soon as we consider 
this latter kind of change, we have to fac('. the difficulties, 
noticed in a previous chapter^ of measuring changes in the 
value of gold relatively to commodities in geneml, when 
the j)articular articles that make up this aggregate are under- 
going changes in value relatively to ejich other, and also in 
the quantities exchanged within a given pericKl. I pointed 
out that under these conditions — which are always the actual 
conditions — the question “ how much the general purch^ising 
“power of money hits changed wdthin a given j)eriod*’ does 
not admit (excej)t by ac-cidemt) of a completely definite 
answer. For, to answer it precisely, we havci to detennine the 
relative quantities of the jiarticular commodities which make 
up the aggregate of “ comnuxlities in general”; and, as the 
quantities purchjised at the beginning of the period have as 
much claim to be selected as those pui’chased at its close, the 
selection must be arbitrary. And th(‘, (‘leimmt of inc*vitable 
uncertainty in the very conception of a change in the standard 
of vahu* is incre^ised if the (jualities of commodities hawe. 
changed within the period in (piestion; especially if the pro- 
gixiss of industry hjis intixKluced some cmtiri'ly new articles, 
while sorm; old ones have fallen out of use altogether. But 
further, then* is some difficulty in deWTinining precisely what 
commodities are to lu* taken for coinparison wdth gold. In 
Book I. c. ii., w^here I was considering value iis a inejxsure of 
the wealth of a community, I proposed to confine our attention 
to “ consumers' commodities,” in making up the price-lists for 
calculating changes in the purchasing powder of money. My 
ground for this limitation was that a change in tlu^ price of 
“ producers' comiiuKlities ” — instrunu'nts oi* materials of prothic- 
, tion — only interests the consumer so tin* as it is the forcrunner 
of a change in the price of diivctlv consumable commodities. 
For example, if the coal used by producers l)ecomes di^arer there 

to be often overlooked by perRoiis who argae that, though ** prices ** — in gold — 
“ have fallen,’' the fall is not due to a change ** in the value of gold ” ; while 
yet they do not definitely explain ** value” to mean anything different from 
** exchange value relatively to commodities in general.” 

^ Book I. c. ii. § S. 
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wiU tend to be a material rise in the price of things in the 
production of which coal is extensively used, and a correspond- 
ing reduction in their supply : and when this change has taken 
pl^, the purchasing power of (consumers’) money will have 
correspondingly fallen, so that the effect of the rise in the price 
of producers* coal will be thus indirectly represented. And it 
is, I conceive, only in this way that it ought to be represented 
when we are considering what a change in the value of gold is 
to mean, for members of the community generally. 

The case is different when we ask what such a change 
means from a trader s point of view, or when we are considering 
how changes in the value of gold are caused by changes in 
supply or demand. For in the former case we must theoretically 
regard all the articles of trade as of equal importance, in pro- 
portion to the aggregate value of each : and in the latter case 
we must take into account the whole demand for money — the 
whole monetaiy work that gold has to do — and, therefore, the 
demand constituted by producers* as well as by consumers* com- 
modities. It must, however, be borne in mind that if in esti- 
mating a change in the purchasing power of gold we take into 
account all the commodities — including securities ** — for which 
it is exchanged, we get an average result which has little 
practical interest for any one. No producer’s interests are 
affected by a change in the purchasing power of gold relatively 
to commodities which he does not use, except so far as the 
change affects the aggreglite price paid for such commodities, — 
which may or may not be the ease according to the special 
conditions of demand for such commodities. Hence, though 
a change in the general purchasing power of gold may be 
caused by a change in the quantity of commodities in general 
just as much as by a change in the quantity of gold, the latter 
cause of change has much more general interest for producers 
than the former, which only interests them so far as the com- , 
modities in question are articles which they use or substitute 
for their own products : and in measuring the actual effect of a 
change, however caused, I do not conceive that there will be any 
practical advantage in deviating from the standard previously 
suggested^ 

^ Some further disoasuon of this question, regarded from a practical point 
of Tiew, will be fonnd in Book III. c. iv. § 6. 
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§ 4. I now pass to consider an essentially different cause 
of changes in the value of gold ; a cause, however, whose effects 
are often difficult to separate from those of the causes just 
discussed. Hitherto I have assumed the general tendency to 
use substitutes for gold— either bankers’ promises to pay on 
demand or traders’ promises to pay at a certain future date — to 
remain unchanged. Of course any important development of 
the banking system— or, more generally, of the use of substitutes 
for metallic money — in any society must by diminishing the 
demand for metallic money render its purchasing power less, 
and prices consequently higher, than would otherwise be the 
case : and a similar result will, be produced at least temporarily 
by any extension of the use of credit in purchases, even if it be 
only the credit given by traders. Now in times of commercial 
hopefulness and confidence, which appear to succeed times of 
dullness and despondency with a certain periodicity*, such an 
extension of credit in all ways — including the use of substitutes 
for metallic money — tends to take place ; and as prices rise in 
consequence, the purchasing power of gold falls, without any 
real change in the relation between the quantity of gold and 
the supply of other commcxlities. There has been much cod- 
troversy— especially just before and after the passing of the 
English Bank Charter Act — iis to the part taken by bankers in 
these transient “ inflations ” : but it is now, I conceive, generally 
admitted that this is only of a secondarj' and subordinate kind. 
Where banking expedients are familiar and easily accessible, 
a banker cannot, by the mere tict of making a large loan in his 
own notes, induce anyone to use notes who would othem^isc 
have used coin ; any more than he can induce tradera to give 
moi*e bank-money for goods than they believe them to be 
worth in gold. At the same time, banks can undoubtedly 
enable merchants to act on mistaken beliefs that goods are, or 
.are about to be, worth more in gold than will prove to be the 
case ; and in consequence to make c \teiided purchases and raise 
prices. And in this way, they render possible alternations of 
inflated and depressed prices, which could not occur if everything 
were paid for in hard coin and no credit were given, and could 

* I do not quite think that the ** decennial credit cycle ” is bo dehnite and 
permanent a fact as Jevons considers it {Investigations in Currency and Finance, 
vi*, vii., and viii.) : but his arguments are worthy of attention. 
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not occur to so great an extent, even if merchants gave credit 
as at present, if there were no such possibility as the banking 
sj^tem affords of increasing the generally accepted medium 
of exchange*. How far it is desirable that Government should 
control the operations of banks, with the view of preventing 
these fluctuations in prices, is a practical question that does not 
now concern us ; but it may be observed that at any rate the 
banks have no interest in producing the mistaken beliefs that 
tend to inflate prices. No doubt they profit by them directly 
through the greater demand for their coinin(.)dity; but the 
danger of the collapse when the mistake is discovered decidedly 
outweighs this gain. 

However this may be, it is of course tnie that when a 
buoyant state of trade causes more money to be required for the 
more numerous and extensive purchases of go(xls that are then 
made, the demand of tnulers for money supplitKl by bankers 
rises; and here tis in other cases the rise in demand tends 
to cause at lejist a temporary rise in value of the commodity 
demanded. But it must now be t>bserved that the rise thus 
caused is not primarily a rise in the “ value of money,” in the 
sense in \vhich we have been investigating it, since the tnider 
do(‘s not commonly purchase with gtxKls the money he requires ; 
it is a ris€* in what for distinction’s sake I have projiosed to 
call the “ value of the use of money,” i.e., the rate of interest on 
loans of money*. I have already noticed that in the discussion 
of this latter value we are liable to find a double confusion : or 
rather two different confusions, made by two different sets of 
persons. The exchange value of the use of money, estimated 
in money, is more or less vaguely confounded by practical men 
with the exchange value of money relatively to gcKxls ; and it is 

^ It is to be observed that as all purchases in wholesale trade are customarily 
made on credit, any extension of purchases involves in the first instance 
chiefly an extension of traden' ohlipatiom to pay money at a future date. Hence* 
the extended use of bankers’ obligations occurs somewhat later than the rise in 
prices, which it sustains rather than produces. 

^ The money given for a bill of exchange — that is, for an obligation to pay 
money at a future date — is substantially lent by the banker: though Mr Maoleod 
is no doubt correct in pointing out that the transaction is formally a purchase 
and not a loan. The uncommercial reader should take note that as the money 
paid for such a bill is equal to the amount of the bill with the discount 
subtracted, the rate of interest obtained by the banker on this money is a little 
higher than the rate of discount. 
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more definitely and deliberately identified by Mill and other 
economists with the rate of interest on capital generally. The 
grounds for this latter identification are obvious and plausible, 
and at first sight may easily appear conclusive. Since it is the 
essential characteristic of money that it is continually being 
exchanged for all other kinds of wcjalth, how — it may be 
asked — can comjietition possibly lejid to the piyment of a price 
for the use of money, different fnirn that which is paid for the 
use of any portion of such c^ipit^il ; suppising, of couise, that 
the capital itself is estimated at its money value ' The answer 
to this (piestion is somewhat complicated. In the fii^st place, it 
must be remembered that interest on capital generally, as it 
was before defined, htis to be kept carefully distinct from the 
other element of profit which goes to r(.*mun(irate the labour of 
managing capital. When money is borrowed from the public for 
a long period or for permanence, by (lovtirnments or great joint- 
stock companies, the price paid to the lenders for the use of it 
may be regardc»d as entirely interest in this technical sense; since 
such lendei's do not generally obtain any rcmiunenttion for the 
tnuible of looking after their investments. But kwms made for 
short periods by professional lenders of mon(‘}’ must yield the 
latter some “wages of managenumt” as avoH as strict interest ; on 
this ground, therefore, we might expect tlie mte of discount on 
bills of exchange to be higher than the rate of interest on capital 
generally. On the other hand, we have to consider that the 
banker to a gi’eat exbuit pitiduces the money he lends, namely, 
his own obligations, Avhich no long as his business flourishes 
he is pnictically ntjver comptdled to ivdeem* ; and that he may 
eiisily fiffonl to sell the use of this commoclity at a price mate- 
rially less than the rate of interest on capital generally. Hence 
so far jis he incroiises th(» extent and security of his business 
by lending his money chiefly to traders for short ])eriixls, com- 
•pe.tition may force him to make such loiins at a rate not above 
— or even below — that of onlinaiy interest on cfipibil perma- 
nently, though not less safely, invested. And this seems to be 
fictually the case ; jm-rtly, jierhaps, because triders are specially 
important customers of banks ; but chiefly because it is con- 
venient for bankers to lend mcmey which the boiTowers are 

^ That is, the amount he is continually called upon to redeem is balanced by 
the amount that he is able to lend afresh. 
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bound to repay after definite short intervals, in order that they 
may at any time reduce easily the amount they have out on 
loan, if exceptionally lai^ payments are required of them. 
Thus we have no ground for saying d priori that the rate of 
discount charged by bankers on mercantile bills will be — even 
on the average and after all allowance for differences of risk — 
the same as the rate of interest on capital generally ; there is 
no economic reason why it should not be more than this, since 
the banker has to be remunerated for his trouble ; and, on the 
other hand, there is no reason why it should not be materially 
less, if the value of the advantages above-mentioned is consider- 
able, since a compjiratively low rate of interest on the medium 
of exchange inexpensively produced by the banker himself would 
be sufficient to give him nonnal profit on his banking capitaP. 

It should be observed that, so far as money is lent profession- 
ally by persons outside the banking system, interest on loans for 
short periods will generally be higher than interest on capital 
or money invested ” permanently, because it must furnish the 
money-lender with remuneration for his trouble as well as in- 
terest on his capital. And the discredit that has often been 
attached to the money-lenders business must of course tend 
to raise the price of his loans still fiirther; such discredit 
being largely due to the fact that such bonowing is often 
an expedient to which producers and consumers alike resort 
in occasional emergencies or in consequence of unthrift; so 
that the money-lender is in the invidious position of making 
a profit out of the calamities or vices of his fellow-men. 

We may conclude, then, that even the average rate of 
interest or discount current in the money-market will not 

^ The average Bank of England rate of diBcouut on firet-claBB short bills for 
the ten yean 1869 — 1878, inclusive, was £H. Bh, 7d., which is equivalent to a rate 
of interest per cent, of £3. 10«. 6d. : and 1 understand that the average market- 
rate of discount on first-class bills was decidedly less during the same period.. 
(See Palgrave, Bank-rate, in England^ France, and Germany, c. 5.) It would 
seem, therefore, that the interest obtained by bankers generally on the money 
invested in such bills has been materially less than the interest obtainable during 
the same period on permanent investments of as high a degree of security— such 
as first-class mortgages or the bonds of the great railway companies. And so 
far as banks lend money for longer or more indefinite periods, as “ advances on 
“securities,’* th^ always, 1 believe, charge interest considerably above that 
charged in discounting the best mercantile bills. Hence in the argument in the 
text 1 have confined my statements to the rate of discount on bills. 
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generally tend to coincide with the average yield of invested 
capital. And the divergences between the fluctuations of the 
two rates will probably be still more marked ; since the rate of 
discount is immediately acted on by vicissitudes of trade which 
only affect the other rate secondarily, and, in ordinaiy cases, 
comparatively slightly. The two rates, however, will ceteiHs 
pa,ribu8 tend to rise and fall together ; since a fall in the yield 
of investments generally, other things remaining the same, will 
induce bankers to purchase bills at a lower rate of discount, 
as they will gain less by investing in other securities, and will 
render the borrowers of their money less disposed tio pay the 
old price for its use ; and similarly a tall in the rate of discount, 
fxjcurring independently of a fall in the yield of capitiil gene- 
rally, will increase the inducement to buy and decrease the 
inducement to sell securities yielding a fixed return; and, there- 
fore, will cause a fall in the rate of interest actually received on 
such investments. 

§ 5. The other confusion of which I spoke, betwee.n the 
rate of interest on loans of money and the pjwer of money to 
purchase goods, has never been defended by any economist: 
and it is easy to shew that the two values in question often 
tend to vary in opposite directions. For an active demand for 
discounts on bills or advances trom biinkem tends, as I have 
said, to raise the value of the ust* of money ; but so far as such 
money is mostly wanted to pay for extended purchases of goods, 
the increiised supply and more active employment of it is 
generally jiccompanied by a rise in the price of the latter and 
therefore by a fall in the purchasing j^ower (»f money relatively 
to goods. Similarly in slack times, when bankers have to make 
loans at very low rates, the purchjising power of money, rela- 
tively to goods, is likely to be high ; money is at such times 
said to be “ plentiful,” but what is meant by this is that the 
amount that bankers have to lend is Lirger than usual relatively 
to the demand ; and since there is a general lack of enterprise in 
trade and in the industrial investment of capital, the demand 
for loans is likely to be small in comparison with the amount of 
production of goods. 

At the same time, there are certain connexions between the 
purchasing power of money and the rate of discount, which go 
some way to explain, though hardly to justify, the* common 
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confusion between the two meanings of “ value of money.” 
It must be borne in mind that money is largely employed 
in buying not merely the consumable products and materials 
of production which we call “ goods,” but also land, houses, and 
other portions of capital with a view to interest ; especially the 
debts of Governments and joint-stock companies, and shares 
of the ciipital owned by such companies, which we call by the 
general name of “securities.” Now a fall in the rate of discount 
will, as we have seen, tend to be ficcoinpanied by a rise in the 
selling price of such investments; that is, by a fall in the 
purchasing power of money relatively to securities generally 
(varying in degree, jiccording as the securities are more or 
less negotiable). Thus when money is “ cheap,” in the ordinary 
commercial sense, when discount is low, securities will 
ceteris paribus be deal- ; and thus the rate of discount and the 
purchasing j>ower of money will naturally be blended into one 
notion in the minds of persons whose attention is esix^cially 
directed to the markcit for securities. 

In the same way when the rate of discount rises the selling 
price of securities tends to fall correspondingly, undei* onlinai;)' 
ciWnimstances. This tendency, however, is likely to be much 
intensified if the rise in the rate of discount is occasioned by the 
arrival of the first stage of a commercial crisis, — that is, if it is 
due not merely to the keenness of the demand for loans but to a 
positive restriction of credit owing to a more or less wide-spreml 
fear of bankruptcies. For in these circumstances the difficulty 
of borrowing money is likely to cause an extensive sale of secu- 
rities, as the easiest way of obtaining what is required for the 
payment of debts ; and consequently the selling price of securi- 
ties tends to fiill, and may even fall more than in proportion to 
the rise in the rate of discount. 

But again, in the same circumstances, traders who are in 
pressing need of money to meet their liabilities are likely to 
try to obtain it by selling commodities as well fis securities; 
consequently at such times commodities generally are likely 
to be cheap, so that “money” will be “dear” l^th in the 
economic and in the ordinary commercial sense. 

Finally, it should be observed that those who confound the 
two meanings of “ value of money ” are not wrong in supposing 
that the value of the use of money tends to be lowered by an 
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unusual influx of metallic money or bullion, and raised by an 
efflux ; they ai-e only wrong in overlooking the transitoriness of 
these effects. An increased supply of gold, not accompanied by 
a corresponding increase in the work that coin has to do (or a 
rise in the demand for gold otherwise caused), tends ultimately 
to lower the purchasing power of money relatively to commodi- 
ties generally ; but, in the first stage of the process that leads 
to this result, the increment of coin — or in England of notes 
i*epresenting the new gold in the Issue De})ai‘tment of the 
Bank — must pass through the hands of bankers, and so increase 
the amount of the medium of exchange that thej^ have to lend. 
Henci» the price j)aid for the use of money will tend to fall, and 
this fall will tend to cause increased borrowing, and constituent 
extended use of the medium of exchange ; and then through 
the resulting lise in pi-ices genenilly, the greater part of tluj 
new coin or bank-notes will gnwlually j)asH into ordinaiy cir- 
culation. Thus the fall in the purchasing power of money, 
consequent on an influx of gold, will normally establish itself 
through an antecedent and connectiid fall in the value of the 
use of money. 

In the Siime way, when gold has to leave a Cuuntiy, wheit^ 
the banking system is fully develojHjd, in pajment of commer- 
cial and other debts to foreigners, it will generally Ik* taken 
chiefly fi’om the reserves of banks ; and the need of filling u}» 
the gap thus created will make* it expedient for bankers to 
restrict their loans, and so tend to raise the rate of discount. 
This effect will genenilly be greater, the smaller the reserve of 
metal kept by the aggregate of banks, compared with the 
amount of the medium of exchange that they supply: hence 
it will Ik* especially marked in such a banking system as 
our own, in which nearly the whole reserve of gold is kept 
by the Bank of England. 

§ (1 Hitherto I have assumed that there is only one metal 
used as coin, in payments beyond a :*crtain low limit. Let us 
now examine the effects of using two such metals. In the first 
place, the purchasing power of either will obviously be less than 
it would otherwise be; so far as the use of the two metals 
actually takes place, and is not merely permitted by law. 
Secondly, unless either the causes of variation in the supply 
of both metals are the same, or one metal is decidedly more 
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liable to such variation than the other, the chances are 
that the variations in annual supply when the two metals 
are used will be somewhat less in magnitude than when one 
alone is used. 

These two eflfects are independent of the question whether 
(1) the two kinds of coins are both legal tender, or (2) only one 
is legally current, but the other is coined and commonly ac- 
cepted at its market value : only in the latter case the standard 
of value will be entirely determined by the metal legally 
current. 

When both metals are coined into legal tender in unlimited 
amounts, a rate has to be fixed at which they circulate together; 
since a law enacting that all debts of money may be liquidated 
by payment in either kind of coin, provided that there is no 
sjKicial contract to the contraiy, would be obviously incomplete 
without a precise determination of the equivalence of the two 
metals. 

So long ^is this legal rate does not vaiy materially from what 
would otherwise be the relative market value of the two metals, 
they will obviously tend to be coined and used indifferently; 
except so far as the choice between them is determined by the 
convenience of carrying or handling them. But when changes 
occur in the conditions of supply or demand for either nietal, 
their effects will be importantly different from the effects that 
would have been produced apart from legal interference. To 
tracer these effects in their proper order, it will be convenient to 
contemplate a particular case of change ; which, for simplicity, 
we will first suppose to occur in an isolated country, entirely 
supplied with both metals from its own mines. I^et us assume, 
therefore, that gold and silver are coined freely by Government 
and made legally current in unlimited amount at a fixed rate 
thn)ughout this region ; and let us assume that this rate in the 
first instance accurately corresponds to the relative market- 
values of the two metals, as they would exist apart from legal 
interference. Let us then suppose that the supply of silver 
becomes more abundant, the conditions determining the values 
of all other products remaining unaltered. Then, apart fiem 
legal interference, the gold price of silver would fall ; but under 
the circumstances supposed this cannot take place, in the first 
instance ; for no one will exchange bis silver in the market for 
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a smaller amount of gold coin than he could get by taking 
the silver to the mint to be coined. Hence what will happen 
will be that all the additional supply of silver, which the non- 
monetary demand will not absorb at the legal rate, will go to the 
mint ; the purchasing power of the whole mass of coin will fall 
correspondingly, gold and silver being maintained at their legal 
relative value. As the exchange-value of bullion relatively to 
other wares must of course fall equally, an extension will tend 
to take place in the non-monetaiy demand for bullion — gold as 
well as silver. But as no change is supposed to occur in the 
conditions of supply of gold bullion, there must be a corre- 
sponding diminution in the gold sent to the mint for coinage. 
If the increase in the supply of silver were not very great or 
permanent its effects might stop at this point, so that no 
difference would manifest itself between the market-rate and 
the mint-nite of interchange of the two metids; the demand 
having in fact, under the pressure of governmental interference, 
adjusted itself to the change in supply. But if the juldition 
to the annual supply of silver be sufficiently extensive and 
prolonged, the process above described may be carried on until 
no gold at all is sent to the mint; and then, for the first time (if 
the process still goes on), the market-price of gold bullion will 
begin to rise. When this rise has gone so ftir that the gold coins 
still in use have actually — through the continued depreciation of 
silver, which necessjirily drags down with it the value of the coined 
gold as well — become less valuable than the bullion which they 
on the avenige contain, it will become profitable to melt them 
down ; and if the same causes continue to operate, this process 
will continue (unless prevented by law — or even, if the difference 
between the two rates be great, in spite of legal interference) 
until the coin used in large payments is entirely ct^mposed of 
the metal that has fallen in value. 

It thus appears that the adoption of a double standaixl will, 
up to a certain point, prevent variations in supply from affecting 
the relative market-value of the two metals, as it will tend to 
produce changes in demand sufficient to absorb their effect. 
But variations of a certain magnitude cannot be thus counter- 
acted ; on the contrary, such variations will nullify the formal 
adoption of a double standard, and render the currency practi- 
cally monometallic. And it is to be observed that the change 
s. p. E. 17 
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in monetary demand, by which the bimetallic system keeps the 
relative value of the two metals stable in spite of a change in 
supply, necessarily tends to affect production in the direction 
opposed to its own aims : it prevents an enlargement in the 

supply of (say) silver from being checked as it otherwise would 
be by a corresponding fall in the value of silver. 

If now we suppose the country contemplated to be in 
commercial relations with other countries in which the double 
standard is not adopted, the nullification of the double standard 
will be accelerated; since the single bimetallic mint will have 
to sustain the rated value of the two metals in the larger 
market constituted by all the countries concerned. Or, to put 
it otherwise, the “non-monetaiy demand” for gold in the country 
with a double standard will be partly a demand for exportation 
to other countries where the value of gold is not legislatively 
tied to that of silver, and silver will correspondingly flow from 
these other countries to the bimetallic mint. 

§ 7. It remains to discuss the determination of the value 
of “fiat-money”; i.e., inconvertible notes issued by government, 
and purporting to be equivalent to a certain amount of coin. 
‘Assuming that the government issuing such money can secure 
for it — as it usually can — practically complete currency as an 
internal medium of exchange, its value (as its cost of j)roduction 
is of course insignificant) depends entii*ely on the relation 
of the supply to the demand. If the amount issued in any 
countiy exceeds the amount of convertible notes of similar 
nominal value, which the countiy in question at the particular 
time would use, the purchjising power of the whole medium 
of exchange will tend to fall just as it would if there had been 
an equivalent addition to the amount of coin in the countiy — 
supposing that the government does not simultaneously with- 
draw from circulation any part of the coin in use’. The rise 
in prices, which is another aspect of this fall, will tend to 
increase the imports and decrease the exjiorts of the countiy, 

^ If the amonnt of such coin be diminished by the action of the government, 
a corresponding additional amount of room will be made for the inconvertible 
notes. It is to be observed, moreover, that the government issuing such notes 
is likely to be making unusual purchases by means of them ; which, even if made 
without inconvertible notes, would have occasioned a temporaiy rise in prices 
and, therefore, a temporarily greater room for convertible notes than would 
otherwise be the case. 
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and thus to cause an exportation of the standard coin — which 
for simplicity’s sake we will suppose to be gold — to pay the 
balance due. If the excess in quantity of the currency still 
continues, the pressing need of gold to pay commercial debts 
abroad will cause it to be sold at a premium. When this 
premium has once established itself, the gold coins used in 
ordinary pa)nnents within the countiy will have a premium 
also: but, as the above reasoning explains, and as experience 
shews, some time may elapse before an excessive issue of incon- 
vertible notes produces this result. It should be observed, too, 
that strictly speaking the increase of the medium of exchange 
through the issue of fiat-money does not tend to cause the 
premium to be established, until this increase has gone beyond 
a certain .point ; since, so far as such issue cuts off a portion 
of the ordinary demand for gold, it has a certain tendency to 
lower its exchange-value pennanently. But this tendency will 
be practically slight so long as the issue is confined to one 
country. 

In the above reasoning I have supjiosed the region over 
which the fiat-money is current to be limited, and to have 
commercial relations with other countries outside it. But eveA 
if foreign trade were excluded — or if we suppose an issue of 
inconvertible notes current over the whole civilised world — the 
establishment of a premium on gold would still take place, if 
the issue of inconvertible notes were extended beyond a certain 
point ; only it would take place more slowly and in a different 
way. What would happen in this case would be, first, a general 
rise in prices not extending to gold bullion, which would pre- 
serve its previous price in coin, and therefore in inconvertible 
notes. This would lead to an extension of the non-monetary 
demand for bullion ; on the other hand, as the exchange- value 
of bullion relatively to commodities generally would have fallen, 
its supply would tend to be reduced; and unless these two 
changes together were so slight that their effect wjis balanced by 
the simultaneous reduction of the monetaiy demand for bullion, 
a rise in the money-price of bullion must ultimately take place. 
When this rise became so great as to make it worth while to 
melt down the coin, it would be checked by such melting, until 
the staiidanl coin had been withdrawn from circulation; but, 
after this, the premium on bullion would correspond exactly 

17—2 
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to the general fall in prices resulthig from the excessive issue 
of notes. 

Note. It has been already noticed that Mr Jevons’s theory of 
the relation between the final utility” — or final value in use — of a 
commodity and its value in exchange needs some modification in the 
case of money, — at least if we are considering its social utility. For 
since money is only used by being exchanged, the value in use of 
any portion of it is simply its value in exchange and can be nothing 
else. Hence, though it is true as we have seen that the value of 
money tends to fall when its supply is increased, just as the value of 
any other commodity does ; this is not because the new increment of 
money furnishes an increment of utility or satisfaction less than that 
still afiPorded by the previously existing money ; but rather because, 
speaking broadly, the utility Of the whole aggregate remains un- 
affected by the addition to its quantity. 



CHAPTER VI. 

INTEREST. 

§ 1. In the preceding discussion on the “Value of Money” 
in the sense in which economists use the term, — i.e., the pur- 
chasing power of money relatively to other wealth, — it has 
seemed desirable to include a consideration of the value of 
money in the ordinary commercial sense, or the nite of interest 
on loans of money; and this, again, has inevitably led us to 
sjieak of the rate of intei’est on capital generally. It is con- 
venient, therefore, in passing from the theory of the value of 
pnxlucts to the theory of the remuneration of services, — or the 
theory of distribution of wealth, as we at first conceived it, — 
to commence by examining the competitive detenuination of 
Interest. 

We may conveniently begin by clearing away some con- 
troversy jis to the precise nature of the service remunerated by 
interest. English economists, since Senior, have generally 
agreed to regard interest as the “reward of abstinence”: but the 
phrase has been criticised by socialists and semi-socialists, who 
seem to have understood it as having an ethical import, and as 
impljdng that the sum paid to a capitalist for the use of his 
, wealth is just compensation for the sacrifice he makes in not 
immediately consuming it. It docs not, however, appear that 
either Senior, or his chief followers in the use of the phrase, 
intended any such ethical assertion. All that they meant was 
(1) that as any individual capitalist could, by the aid of exchange, 
consume in some form adapted for immcMliate enjoyment the 
wealth which he actually keeps in the form of capital, he by 
abstaining from such consumption renders a service to indi- 



262 


POLITICAL ECONOMY 


BOOK n 


viduals, or supplies an aid to industiy, for which he is paid by 
interest : and (2) that this remuneration is necessaiy, under the 
present social conditions, to induce the owners of wealth to 
postpone their enjoyment of it, to the extent required to keep 
in existence the actual amount of individuals* capital. Circum- 
stances are no doubt conceivable in which the quantity of 
capital supplied would be practically independent of the price 
obtainable for the use of it: it is conceivable that the 

process of saving might be carried on to an adequate extent for 
no other “remuneration** than the satisfaction derived fix)m 
having a provision for the future needs of the person who saves, 
or of his family or others whom he may desire to benefit. But, 
actually, the price paid for the use of savings must tend to 
increase their total amount ; though to what extent it increases 
it cannot, I think, be precisely known. 

However, we may begin by simply regarding interest as the 
share of produce that falls to the owner of capital as such; 
meaning by “ capital ** wealth employed so that it may yield the 
owner a surplus of new wealth. From the individuaFs point of 
yicw, such capital may reasonably be considered Jis still existing, 
even when the wealth has been spent without leaving material 
results, whenever it has been employed so iis to secure the 
owner a reasonable expectation of having its equivalent returned 
to him along with interest, or even of receiving interest only in 
perpetuity : but 1 shall not here take account of wejilth spent 
in increasing the prcKluctive eflBciency of human beings, since 
the economic effects of such expenditure are more conveniently 
considered under the head of wages. It should be observed 
that in the incomes of capitalists who are also employers 
interest can only be distinguished by abstract analysis from that 
other element of an employers profit, which wc have called his 
“ wages of management ** ; to Icam what part of the earnings of 
a man of business is to be called interest, wc have to ascertain* 
how much he could get for the use of his capital, supposing he 
withdrew it without loss from his business and lent it to other 
persons. Thus it is from the rate of interest actually paid on 
borrowed capital that we infer the theoretical interest — as 
distinct from employer*8 profit — of the capitalist who is also an 
employer; it is, therefore, convenient to begin by investigat- 
ing the conditions that determine the former. The “rate of 
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“ interest” may be defined as the proportion of the price paid to 
the value of the capital borrowed for a certain fixed time, 
which we will take (according to usage) to be a year. 

This definition, however, requires further explanation or 
qualification in two points. In the first place, we have already 
seen the need of distinguishing the rate of discount or interest 
in the money-market from the rate of interest on capital 
generally; since the two rates, though connected, are not 
identical, nor altogether determined by the same laws. Of 
course, when a loan is mtide, what is actually borrowed is, 
in most cases, the medium of exchange; but it is only when 
it is borrowed from persons who do not make a business of 
dealing in money, that the price piid for the loan may be 
regarded as substantially piid for use of the capital purchased 
with the money borrowed. The intei'est paid U> professional 
lendeis of money must, as was before observed, include remune- 
ration for the labour of such persons ; and this remuneration is 
obviously not interest in the sense in which we are concerned 
with it in the theory of distribution : while, on the other hand, 
so far as such lenders are also producers of the greater part of 
the medium of exchange at a cost considerably less than that 
of the coin that forms the remaining part, — as we have seen to 
be the case with bankers, — competition may force them to 
niiike loans for short periods at a rate even lower than that at 
which money or ctipital is borrowed from the public generally. 
It must, therefore, be borne in mind that our present investi- 
gation relates primarily to this latter rate : and only secondarily 
and with the qualifications already noticed to the former. 

Secondly, we have to take into account that there is a large 
amount of capital not formally lent, of which, nevertheless, the 
yield is to be regarded as interest and not profit; since the 
capital is owned by persons who spend no labour — or at least 
•no remunerated labour — in irumaging it. This is the case 
with the capital of railway companies, water companies, 
gas companies, and many other large masses of capital owned 
in joint-stock: no one who becomes a shareholder in such 
companies considers any trouble he may take in electing di- 
rectors and criticising their reports as labour requiring re- 
muneration; hence the dividends of such companies are to 
be regarded as merely interest on the capital owned by the 
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shareholders, no less than the money annually paid to the 
bondholders^ 

Again, it has been before observed that what we commonly 
speak of as the “capibil” of such companies frequently includes 
portions of land : and that the distinction which, in considering 
social production, wo drew between capital — as the result of 
labour — and land in its original condition, has primd fade no 
application when we are considering the question of distri- 
bution. The material capital owned by an individual is rarely 
to any great extent the actual results of his own labour ; and 
its value as a source of future wealth (^nnot depend on whether 
or not it was the result of the labour of some one else. I 
propose, therefore, for the present, to regard the yield of land 
as a species of interest ; reserving for the next chapter the task 
of examining any important characteristics peculiar to the 
detennination of the yield* of land. 

In considering the rate of interest on land we have to deal 
with a point of some subtlety as to the right mode of measur- 
ing the amount of an individuals capital. We ordinarily 
measure capital, iis we measure wealth generally, by its exchange- 
value ; so that if any pirticular investment rises in value during 
the period investigated — as land, on the whole, has continually 
done — we ought (i^issuming that there is no cognisable change 
in the purchasing power of money) to consider the additional 
increment of value as a part of the annual yield of the invest- 
ment, no less than the rent or interest nominally received. 
Similarly, in the cfise of investments of which the price has 
fallen, we ought to subtract the difference from the interest or 
dividends which have been paid to the investors. But when we 
examine the conditions of such changes in the selling value of 

^ It may be said that though oxdinary shareholders in joint-stock companies 
obtain no remuneration for the labour of managing the business of the com- 
panies, they do obtain the remuneration of higher dividends for the labour spent 
in careful selection of investments. And this is no doubt true, so far as such 
labour results, on the average, in a more accurate estimate of the risks of 
different investments. But since the remark applies as much to different in- 
vestments of money formally lent as it does to money employed in purchasing 
shares, it seems more convenient to draw attention to this remuneration of 
labour at a later point of the discussion. See p. 269. 

^ As will presently appear, in dealing with the (approximately) uniform 
rate of interest with which we are concerned in the present chapter, the chief 
controversies as to the determination of rent do not come before ns. 
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investments, we find that one important cause is a change in the 
rate of interest itself. If the rent of a piece of land were to 
remain the same while the current rate of interest fell from 
3 to 2 per cent., the price of the land would ceteris paribus rise 
50 per cent. From the point of view of the community, taken 
in the preceding book, this rise obviously does not constitute a 
real increase of wealth : since the command over the necessaries 
and conveniences of life possessed by the community is, s])eaking 
broadly, no greater because the exchange- value of its instruments 
of production has risen in consequence of a fall in the rate of 
interest. But fn)m the individuars point of view the increase 
of wealth is, in a certain sense, real and not merely nominal ; 
for though the real income of the owner of the capital is not 
increased by the change, his power ot purchasing consumable 
commodities has certainly increased, though he can only exercise 
it by spending" hLs capital. I think, therefore, that this kind of 
increase of nominal wealth should be carefully noted and 
distinguished from other kinds; but here we may conveniently 
avoid any complications arising out of it by considering our 
problem statically, not dynamically; that is, by assuming 
that the nitc of interest remains the same during the period 
investigated, and analysing the forces that determine it to this 
stable condition. Similarly, for simplicity, we may assume 
that there is no appreciable change in the purchasing power 
of iniiney. 

§ 2. Here, however, another question is forcibly suggested, — 
namely, how far, and on what grounds, we have a right to speak 
of “a rate of interest” as current at any given time. It is 
notorious that capital is borrowed contemporaneously at very 
different rates by different individuals and com|)anies ; and such 
differences arc still more striking when we include under the 
notion of interest — as we have seen reason to do — the dividends 
paid on the joint-stocks of companies. For such dividends 
actually vary from 20 per cent, or more down to zero: and 
when we include changes in the selling value of the investments 
during the year, the variations are increased manyfold, since the 
lower limit becomes a considerable negative quantity. In what 
sense, then, can we speak of a tendency to a uniform rate of 
interest at a given time and place ? 

Firstly, in so speaking we do not mean by “ rate of interest” 
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on any investment the proportion of the annual yield to the capital 
originally invested, but the proportion between the dividends or 
interest actually paid and the present selling price of the stock 
or bonds upon which payment is made. We can aflSrm no 
general tendency to uniformity in the former ratio. No doubt 
if we supposed all capital to have been originally invested with 
equal knowledge and foresight, we might infer that the yield of 
equal portions of capital would in the long run be equal, if they 
were invested contemporaneously or at times at which the 
current rate of interest was the same. But in order to draw 
even fnjin this hypothesis any inference with regard to the 
proportion of present annual yield to capital originally invested, 
we should have to know in every case the amount received in 
previous years ; since some forms of capital are more liable than 
others to depreciation through various causes, so that their yield 
in the earlier years after investment has to be* proportionally 
greater ; while other investments agsiin take some time to rise 
to their full height of profitableness. 

Secondly, in saying that the rate of interest even on new 
investments, or old investments estimated at their pitjsent 
value, tends to be the SJime, it is only meant that all differences 
in the rate (»f interest so estimated, on securities currently sold 
in open market, corn‘8pond to differences in the general esti- 
mate of the probabilities of fall or rise in the future yield or in 
the selling value of such investments^ So explained, the pro- 
position follows primd facie fix>m the principle that in all 
pecuniary transactions each person concerned seeks the gi*eatest 
pecuniary gain to himself ; and there is scarcely any broad and 
simple deduction from this principle which approximates so 
closely to the actual facts of existing societies. It is' generally 
true that men in buying debts and shares are solely influenced 
by the desire to get the greatest amount of interest that they 
can on the whole; so that if any one prefers an investment . 
that at present yields a lower interest than another, it is because 
he either considers it safer or expects it to rise hereafter. 

The chief exceptional cases may be classed under the fol- 
lowing he^uls. (1) Some kinds of securities are purchased at 
a higher price than would otherwise be the* case, on account of 

1 Miirs phrase ** indemnity for risk ” is not sufficiently general to cover all 
cases. 
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some indirect pecuniary advantage obtained by the possesion of 
them. For instance, securities widely known and esteemed safe, 
for which the demand is extensive and steady, and the value 
in consequence comparatively stable, have a special utility for 
bankers and merchants, as a means of obtaining money in an 
emergency ; again, such securities (as we have noticed) are, to a 
certain extent, used for the pa 3 nnent of commercial debts in 
foreign countries, and have thus a special utility as an inter- 
national medium of exchange. Either of these causes will have 
a certain tendency to raise the average price of the securities 
affected by it. (2) To some extent, again, the price of certain 
investnuints is raised through the operation of motives which, 
though self-regarding, jxet counter to the desire of pecuniary gain. 
Thus the price of land in England has undoubtedly been kept up 
by the social consideration and j)ower that its possession has 
conferred: and* again, it is probable that investments reputed 
especially safe are purchased at a mte of interest lower, as com- 
pared with that of somewhat less tnisted securities, by a differ- 
ence somewhat greater than that which would exactly repit^sent 
compensjition for the extra risk of the latter; because most persons 
who live chiefly on interest would suffer from a deciv^ise of income 
more than they would be benefited by an increase ; and again, 
the freedom from anxiety that safe investments give is itself a 
utility which has a certain price. It is to be observed, on the 
other hand, that the excitement of fluctuations of gain and loss 
is a source of keen pleasure to many minds ; as is shewn by the 
extensive existence of lotteries, gaming, betting, and speculation 
in stocks by private persons. It seems to be the fact that, on this 
ground, indemnity for risk is not even sufficiently represented 
in the price of some very fluctuating investments^ (3) Again, 
the effect that wt)uld follow from a spontaneous willingness to 


* ^ If we had only to consider investmente made in view of the inveator’a 

personal interests, it would perhaps be a delicate matter to balance the influence 
of the pleasures of excitement against that of the pains of anxiety. But in the 
investment of savings for posterity the former motive does not come in ; here, 
therefore, it seems likely that, on the whole, security will be rated somewhat above 
its. exact pecuniary value. And the same would, I think, be true of investments 
made by trustees, even apart from the legal interference that actually restricts 
them to certain funds and stocks ; since trustees are much more likely to be 
blamed for iUniininhiTig the funds entrusted to them by hazardous purchases 
than praised for increasing them by lucky hits. 
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pay an extra price for specially safe investments will equally 
tend to be produced, if a certain portion of the capital of the 
community is kejit in such investments by legal compulsion ; as 
is the case in England with a large part of the funds held by 
trustees. (4) Finally, in some crises, a diminished rate of 
interest is accepted out of regard for the public well-being or 
sympathy with private individuals. Thus considerable sums 
are from time to time invested in undertakings of a semi- 
commercial, semi-philanthropic character, which are not found 
by experience, and ai*e not exjicctcd, to bring in even ultimately 
interest at the avemge mte; and money is often borrowed 
from relatives or ftiends by struggling men of business, at a rate 
which veiy inadequately represents the risk of loss. 

But even if we take these Cfiuses of variation fully into 
account, it still remains true that the differences in the rates of 
intere>st obtainable at any given time on different fi‘esh invest- 
ments of wipital are mainly duo to differences in the genendly 
estimated jirospects of change in the interest or selling value of 
the respective securities. This varying ])rospect is in the 
majority of wises a prospect of possible loss: the interest accoiri- 
ingly is above what would be jiaid for a loan of which the rej){iy- 
inent wjis considered absolutely secure. In this way, for (jxample, 
the interest on the oixlintiry stock of a prosperous railway com- 
pany, taken at its selling value, conies to be generally somewhat 
higher at ordinary times than the interest on its Preference ” 
stock or shaivs ; this latter again being somewhat higher than 
the intcjrest paid on the debcmturcs of such a company^; while 
the interest on the debt of the English Government would 
undoubtedly be less than this last, even apart from the other 
influences which, as we have seen, tend to raise the price of 
“ consols.” In such cases, evidently, the suiplus receipts repre- 
sent the general estimate of adequate insui'ance against the 
different risks of loss. 

So far as such expectations of probable loss (and in some 

^ Joint-Btook companieB frequently lay by a certain part of their proceeds to 
form an insurance-fund against risks. In this way they diminish the hazard 
of their investments, and proportionately raise the ratio which the selling value 
of their shares bears to the annual yield; but they do not profess to make 
such investments ** as safe as the Funds : ^ere still remain indefinite risks 
of eztraordinaiy losses through depreciation or destruction of capital, which 
investors undoubtedly take into iMcount. 
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cases, of increased yield) are on the average well founded, it is 
evident that, on the whole, after a suflBcient lapse of time, the 
differences in the original yield of different investments will 
have been compensated by the realisation of the expected gains 
and losses ; so that the aggregate interest on the whole capital 
will prove to be about as much as would have been obtained 
if it had all been lent on perfectly good security — allowance 
being iruide for any extra price currently paid for special 
advtmtages of safety (as before noticed). Persons of superior 
knowledge and foresight will of course tend to got considerably 
more from their investments, by estimating more Jiccumtely 
than others the risk of undertakings which, from their novelty 
or some other cause, arc rightly regarded as hazaitl(»us by 
prudent persons without special knowledge. Such investors, 
in fact, obtain a certain return for the skilled labour that they 
perform in estimating the prospects of novel or otherwise 
hazjurdous undertakings; and if we could assume that this 
labour is, on the whole, undertaken by fairly competent pei*sons, 
we should infer that the yield of such undertakings would on 
the average exceed that of sjifer investments by an amount 
sufficient to provide adequate rt‘,muneration fo.* such labour. 
But this iissumption would, I think, be unwarrantable as regards 
any jictual society; since ignorant, nush, and credulous persons 
investing in novel undertakings are commonly believed to get, 
on the average, considerably less interest than if they hjid lent 
their capital on the most widely esteemed security — in fact will 
not unfreqiiently be found to have lost c^ipital as well as interest. 
At any nite we may say that the rate of interest on newly 
borrowed capital, which wjis generally believed to be as secure 
as possible, would at any given time be neiirly uniform, and — 
after allowing for the extra price of special safety — w(»uld 
represent approximately the common exjicctation of the average 
yield of all capital that wjis at that time being invested; 
supposing that there was no general expectation of a permanent 
rise or fall hereafter in the rate of interest, or in the purchasing 
power of money*. It is then with the rate of interest so under- 

* If either the rate of interest or the purchasing power of money were gene- 
rally expected to rise or fall in the future, the relations of the rate of interest on 
loans of money with perfect security to the expected average yield of capital 
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stood, the expected average yield on freshly invested capital, 
that we are now primarily concerned. Of course in the case of 
any particular individual who is not an employer of capital, a 
firesh investment will generally be effected by purchasing some 
debt already contracted, or a share of some capital already in 
existence. But such investments are mere transfers which 
disappear when we are considering the aggregate of individuals’ 
capital; from this point of view a fresh investment on which 
interest is paid must imply either the contraction of a new 
debt, or the formation by a joint-stock company of new real 
capital in addition to the old, the value of this latter being 
assumed to be kept up. 

§ 3. Let us now pnxseed to analyse the causes which 
determine the rate of interest as above defined. It will be 
simpler to confine our consideration in the first instance to 
borrowed capital; and afterwaids extend our view to include 
the case of new capital employed by its owner. Applying, rnutatis 
mtUandis, the principles laid down in investigating the general 
theory of the value of products, we may assume that the use of 
capital is a commodity of which the amount demanded will 
vaiy inversely with the exchange-value, so long as the causes of 
the demand remain unchanged. So tar, then, as we may 
assume the amount of capital seeking employment at interest 
to be determined independently of the rate of interest, the price 
obtained by the owner for the use of his capital must vary with 
the intensity of the demand for it. So far, however, as the 
supply of such capital varies with the price obtainable for the 
use of it, the determination of the rate of interest will depend 
on conditions of demand and supply combined, just as the 
nonnal price of a material product does. Under these circum- 
stances, we may conveniently begin by examining first the 
conditions of demand for capital. 

There are two brotidly different kinds of demand for loans ; 

would become more complicated; since the price paid for the use of money 
would vaiy with the length of time for which it is borrowed ; and the price of 
investments expected to yield a high profit at once for a short time would vaiy 
correspondingly as compared with the price of those of which the yield was 
likely to remain more uniform or to rise hereafter. But since it would seem that 
no such general expectation has ever yet influenced ordinary investors, it is 
Iiardly worth while to develop these more complicated relations in detail 
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which we may distinguish as Industrial and Non-industriaP. 
In the former case capital is borrowed to replace itself with a 
profit to the user, and will therefore continue to exist in the 
form — chiefly — of improvements of land, buildings, machinery, 
raw or auxiliary materials, and unsold products, finished or 
half-finished. But the money of A may also be borrowed by B 
merely in order to increase the latter's expenditure ; in which 
case the commodities purchased by it will be consumed without 
replacement ; and the interest that B subsequently pays to A 
will be taken out of his share of produce otherwise obtained*. 

^ A cane intermediate between the two is the case of capital borrow'ed to 
prevent the ruin through temporary pressure of some individual’s generally 
profitable industry, and the consequent destruction of some or all of his capital 
invested in the industry. This case resembles industrial borrowing in being 
favourable to the production of the community taken as a whole; but it is 
rather to be classed with non -industrial borrowing, when wo are considering the 
general economic laws determining the rate of interest that such borrowers wiU 
have to pay. 

3 It is of course possible that the interest of the debt thus contracted may 
be from the first paid out of the yield of some kind of capital, which for some 
reason or other the debtor does not wish to sell. In this case the payment will 
for some purposes be properly regarded not as an addition to interest, but as a 
mere transfer of interest from the bonower to the lender. But the difference is 
not important for our present inquiry : since the loan when made will be a new 
investment of the lender's capital, while its interest will be paid fi'om the yield 
of an old investment of the borrower’s, so that the former will operate in deter- 
mining the current rate of interest just as much as if the borrower owned no 
capital. 

The dispute whether the debts contracted by individuals, or by the govern- 
ment of a community so far as it borrows from its subjects, — in excess of any 
capital that the borrower may own — constitute an addition to the whole aggi’egute 
of (individuals’) capital in the community that includes both borrowers and 
lenders, turns on a merely formal- -if not exactly a verbal — point. If we allow 
the conception of negative qtiantity to be applied to capital, we may legitimately 
say that a borrower without (positive) capital who is under the obligation of 
paying interest on a debt owns an amount of negative capital equal to the value 
of the debt to the lender ; and, therefore, that the aggregate capital of the two is 
not augmented by the transaction. If, however, this conception is rejected as 
* too unfamiliar, we must certainly admit that the capital of the community — 
in the sense of aggregate capital of individual members of the community” — is 
increased by tlie kind of loans that we are considering ; only we must add that 
such increase involves a corresponding prospect of diminished income to some 
other members of the same community. 

It should be observed, however, tliat among the debts which form part of the 
capital of individuals, that part of the medium of exchange, which consists of the 
' obligations of bankers to pay coin on demand, occupies a peculiar position. 
So far as this money is used not in mediating the transfer of commodities to the 
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Loans of this latter kind do not increase social capital; but 
they absorb the savings of the lenders no less than loans for 
productive purposes, and therefore the demand for them 
operates in determining the rate of interest at any particular 
time, just as much as the industrial demand. And it is con- 
ceivable that borrowed wefilth might be chiefly used unpro- 
ductively, — to meet tcmponiry deficits of income or occasions of 
exceptional expenditure, or by persons living habitually beyond 
their means, — the wealth used in production being almost 
exclusively employed by its owners. In such circumstances 
there would be no advantage in investigjiting the condi^ons 
of the demand and supply of capital separately : as the rate 
of interest would simply express the resultant estimate formed 
in the community of the compamtive advantages of present and 
future enjoyment of wealth. But in a thrifty and progressive 
community, in an advanced stage of industrial development, 
the borrowing of producers with a view to profit — including 
under this term the formation of joint-stock companies in which 
the public invest — is much more extensive than the borrowing 
for expenditure : and since the amount of the latter borrowing 
is actually to a large extent fixe<l independently of the rate of 
interest*, we may without material error consider this kind of 
demand to affect the mte of interest merely by absorbing a 
jK)rtion of the sjivings continually accumulated, and so diminish- 
ing the supply of capital available for industrial uses. 

Under the general notion of “non-industrial borrowing” we 

conRumer, bnt in the businoHR of prodnetion — ro far, that is, as the current 
account of a man of buRineRR in kept for the purpoeeB of his buBiuoRR — it would 
ordinarily be included in an estimate of his wealth employed in production, no 
less than the coin that be requires for Rimilar purposes; at the same time, ro far as 
no interest is paid by the banker on these current accounts, he receives without 
deduction the interest of the investments which this acceptance of his obligations 
as money has enabled him to make. Thus the nominal amount of capital on 
which interest is paid or earned is undoubtedly increased by the creation of this 
medium of exchange; and this increase iR not balanced — as it is in the case* 
(just discussed) of ordinary debts — ^by a correspondingly diminished prospect of 
income to the banker. But, as has already been said, the interest received by 
the banker is, from our present point of view, to be regarded as really the price 
paid by society for the labour of himself and his servants ; except so far as it is 
interest on his own capital. 

^ The borrowing of governments for wars and other emergencies is generally 
thus fixed : and much of the borrowing of individuals for unproductive expendi- 
ture would be unaffected by any moderate changes in the rate of interest. 
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must include the hiring or renting of the durable wealth which 
we have previously distinguished as consumers’ capital; of 
which private dwelling-houses may be taken as a principal 
example. The proportion of the price paid for the use of such 
things to their selling value will tend to vary with variations 
in the rate of interest — including, of course, besides interest 
proper, axlequatc compensation for gradual deterioration; and 
the increased need of such articles which accompanies the growth 
of wealth and population in a community will absorb a certain 
portion of savings which would otherwise have been invested in 
induttry. The amount thus absorbed will tend ceteris paribus 
to be somewhat greater when interest is low than when it is 
high; thus (e.g,) a low rate of interest will give a certain 
inducement to build more houses and to build them more 
durably. This will be true, to some extent, of the consumers’ 
capital that is owned by the user, no less than of that which is 
hired: in either cfisc such wealth is a fonn of investment of 
savings which, so far tis it is managed economically, must be 
affected by changes in the yield of investments generally. But 
the economic compiirison of present to future utilities, made by. 
puixihasers of such dunible wealth for personal use, hjis not 
cnmmonly the exactness of cohimercial calciilations : and on 
the whole the changes in extent of demand for increased con- 
sumers’ capital that would result from changes in the rate of 
interest are probably not great in pn)portion to the whole 
demand ; so that the rate of interest on capital held in this 
form, in a modem industrial society, may be regarded as mainly 
determined by the relations of supply and demand of capital 
industrially invested, no less than the nite on loans of money 
for unproductive expenditure. 

§ 4. I pass, therefore, to examine the nature and opera- 
tion of the industrial demand for capital in any community. 
This demand, so far as it leads to the actual payment of 
interest, 'is the demand of persons wishing to employ the 
capital of others. But its ulterior cause lies in the existence, 
and recognition by such persons, of unoccupied opportunities 
for profitably emplo 3 dng capital in industry : and a portion of 
the aggregate of such opportunities is continually turned to 
account by the savings of capitalists who are themselves in 
business, and employ their own new capital. It will, therefore, 

8. p. E. 18 
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be proper to include this portion in a general view of the whole 
industrial demand ; and for similar reasons we must now include 
the savings employed by their owners, in our view of the whole 
supply offered at any time to meet the industrial demand. It 
should be observed, however, that the actual emp]o3nment of 
capital in industry is likely to be somewhat different, according 
as the employer is or is not also the owner. Employers may 
sometimes invest their own savings when they would not 
borrow: either because they are reluctant to incur the relatively 
more serious loss of income that would result from Ixurowing if 
the investment failed ; or because, if they can only borrow on 
personal security, they may be unable to obtain a loan except 
at a rate too high to leave them an adequate remuneration 
for the trouble of managing the borrowed capital. On the 
other hand, the field of apjyarmtly profitable employment tends 
in one way to become greater the more the capital is borrowed ; 
since enterprising employers and promoters of companies will — 
without any bad faith — be often more inclined to run risks 
with other people's money than they would be with their own. 
^nd perhaps, in a broad view of the dotennination of interest, 
we may neglect these opjMjsite tendencies, and consider the 
field of employment of savings as independent of the ownership 
of the savings. 

We must now determine somewhat more precisely the 
relation between the supply of capital and the field of employ- 
ment. In the first place, we cannot pn)perly consider the 
whole addition to the stock of capital made within any given 
time to operate as a new investment, in determining the 
current rate of interest; but only that paiii of it with regard 
to which the investors choice is peifectly free and un- 
fettered. That is, we must exclude all the capital that is 
from time to time required for the completion of industrial 
undertakings already begun, so far as such completion is 
necessary to prevent the loss or diminution of the yield' expected 
on what has already been invested. On the other hand, we 
must, for a similar reason, include that portion of the capital 
already invested in any business, which its employer could 
withdraw without affecting the productiveness of the remainder : 
since such capital is manifestly just as available for fresh 
investment as capital newly produced. We may perhaps desig- 
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nate what we have in view by speaking of the portion of capital 
— old as well as new — that is “fluid” or “floating” at any given 
time. The portion of what is already invested to which this 
term can be applied may.be very different at different times in 
the same business; and the average proportion of floating to 
non-floating capital varies very much in different branches of 
industry; such variations depending partly on the different 
lengths of time for which capital is invested, partly on the 
extent to which it exists in a fonn adapted solely for the use of 
the particular industiy’ in which it is actually employed, or is 
available for one or other of the new opportunities for invest- 
ment that present themselves^ It should be observed that 
there is no clearly marked sejmration between “fl<^ting” and 
“ non-floating ” : that is, the loss that would be incurred by the 
removal of non-floating Ciipital from a business is different for 
different portions ; and, in fact, may vary from zero upwards to 
the whole value of the capital. Hence any rise in the rate of 
interest, caused by an increase of opportunities of new profitable 
investment, would cetei'is paribus tend to increjise the amount 
of capital that it would be on the whole pn>fitable to withdraw, 
from old investments ; and this increase of su2)ply would tend 
somewhat to check the rise. Still it is only the supply of 
capital actually floating that can be regarded as directly 
operative in determining the rate of interest. 

Let us consider, then, that at any given time there is a 
quantum of floating capital, on which — in the sense before 
explained — the rate of interest tends to be the same; and 

^ The diRtinction drawn in the text between ** floating" and non-floating" 
capital appears to me to require to be substituted, in this and similar discussions, 
for the received antithesis of “ fixed " and ** oiroulating " capital. 1 do not deny 
the importance of the difference — ^which these latter terms express— between 
instruments that aid in making many successive products of the same kind, 
lUid materials that are spent in making a single product and of which, therefore, 
the cost has to be repaid from the price of that one. But for our present 
purposes this is not the distinction required. Capital in this sense ** fixed" 
may easily have, in a given case, the quality that I have expressed by 
" floating " ; buil^ngs, for instance, may be transferable without loss from a 
less to a more profitable business : whereas materials may be non-transferable, 
as they may be only nseful for making a particular species of product — ^nor can 
it be said that when one set of materials has been exhausted another need not 
be purchased; since the purchase may be necessary to utilise capital fixed in 
machines, dto. 


18—2 
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that the industrial demand for this is furnished by the whole 
aggregate of recognised opportunities for employing it profitably 
that, at any given time, the existing aggregate of non-floating 
capital leaves open, — which we may call the effective field of 
emplo3rmcnt. The manner and degree in which this field tends 
to be extended or reduced, as the rate of interest falls or rises, 
will vary, of course, with the state of the industrial arts. 
But it is obvious that when interest is low, other things 
being the same, the cultivator has an inducement to employ 
more instruments in proportion to his labourera; the trader 
can afford to hold stocks of goods for a longer time; and 
there are more profitable openings for new lines of railway and 
other investments involving large outlay for distant returns. 
Similarly, if we suppose the amount of capital seeking industrial 
employment to increase, while the recognised modes of em- 
ploying it profitably rcmjun unchanged, we may infer that the 
rate of interest tends to fall, until it reaches the point at 
which it will seem just worth the employers* while to use the 
additional increment of capital. In this way the rate of 
, interest on floating capittU generally will tend to be equal to 
the ratio bonie to the last increment of such capital by the 
amount of average additional wealth expected to be obtained 
by employing it, allo^ving for the varying interval that may 
elapse before the produce is obtained, and subtracting what we 
may Ciill the “employer’s fee”; i.e., the portion of pi-oduce that 
the employers of capital will retain as their remuneration for 
the labour of management, — the competitive detennination of 
which we will consider more particularly in a subsequent 
chapter^ The general function of aipittil employed in in- 
dustry — iis we have before seen — is to enable the ultimate 
net produce of labour to be increased by processes which 
postpone the time of obtaining it: but the opportunities for 
effecting this result profitably will of course vary indefinitely, 
with the natural resources of the country, its stage of economic 
development, the density of its population, and other causes: 
there is, indeed, no one of the conditions of production analysed 
in a previous chapter® which may not exercise some influence 
on them. An obvious and striking cause of an ample field of 

1 See c. iz. § 3. 

* Book I. 0 . iv. 
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emplo3niient is found in the natural resources of a territory, 
thinly colonised by an advanced industrial population, where 
the amount of capital already invested is propoi-tionally small 
But in considering this cause we must avoid the mistake of 
supposing — what the metaphor in our term “field” perhaps 
suggests — that each new investment of capital tends, in pro- 
portion to its amount, to diminish the remaining field: no 
doubt it hiis this eflfcct so far as it occupies a particular 
opportunity; but it may easily ojierate to a considerable 
extent the other way, by creating new opportunities. For 
instance, in the present state of industry, after a certain 
amount of capital — mainly agricultural — has been invested in 
a new country, it becomes profitable for the first time to invest 
further capital in a railway; and then, the railway being 
made, further investments of agricultural capital become pro- 
fitable, which were not so before. Similarly, when agriculture 
has developed to a certain extent, extensive employment of 
capital in manufactures becomes profitable, then, in conse- 
quence, further developments of agriculture, and so forth. 

But, again, supposing that the avmlable natural resources — 
as at present undei-stood — were fully turned to iicci unt, and thaC 
population did not increase, the field of employment, as recent 
experience h«is shewn, might be enlarged^ indefinitely by 
the progress of invention, opening out new ways of obtjiining 
economic gain by exjiending labour for remote results. While, 
again, if we suppose that the arts of invention — including 
under this term the discoveiy of new lines of tiade, and any 
other modes of improving the whole system of co-operation 
through exchange — remain stationary ; and also that the habits 
and fiiculties of the working part of the population, so tar as 
these are important in production, undergo no material cluinge ; 
the industrial demand for new capital at the existing rate of 
interest could only be kept up by an increase of population. If 
this increase did not itself tend to alter the average efficiency 
of labour, or the share of the produce of labour secured by 
the employer of floating capital, there would obviously be a 
demand of uniform intensity^ so long as other conditions of 

' It should be observed that 1 speak of the field of employment as “enlarged,” 
when there is room for more capital than before at the same rate of profit ; not 
when more is employed at a lower rate. 
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production remained stationary, for an increase of capital pro- 
portioned to the increase of population. But, as I have before 
argued^ in a country so thickly populated as England, each 
increment of capital accompanying and proportioned to an 
increment of population would tend to be somewhat less pro- 
ductive to its employers than the preceding increment, and 
therefore to yield a somewhat lower rate of interest, — apart from 
improvements in production due to other causes, — since the 
economic loss through diminished proportional return from 
certain kinds of labour must be taken to outweigh the economic 
gain frx)m increased facilities for co-operation ; which, moreover, 
would be partly appropriated by the owners of land and other 
capital so invested as to be partially exempt from the depre- 
ciative effects of fresh competition. On the other hand, in the 
societies economically the most advanced, improvement in the 
arts of industry is actually progressing continuously and rapidly; 
and the new inventions that are continually made, including 
the extensions of international trade, are mostly of such a kind 
as to enlarge the field of employment for capital. It is not 
easy to ascertain the balance of these conflicting tendencies 
in any given country at any particular time ; still less can we 
predict with any definiteness their probable operation in the 
fiiture; especially since, as I have before said, the progress of 
invention may conceivably take a decided turn in the direction 
adverse to the employment of capital. 

§ 5. In investigating the fectors of the demand for capital 
in any country, it has not been necessary to consider the 
different fields of employment for ctipital furnished by different 
countries. But when we pass to study the conditions of 
supply, the case is different; since the attraction exercised on 
capital by foreign fields of employment is, in an economically 
advanced country like England, one of the most powerful causes 
of variation in the supply for home investment. In the present 
state of the machinery of communication and international 
exchange, the most enormous masses of capital can be trans- 
ferred with the greatest facility fix)m one country to another: 
and it is quite conceivable that this mobility of capital may 
before long reach a point at which the rate of interest will be 


’ Book I. c. vi. § 8. See also the next chapter, % 2. 
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approximately the same in all civilised countries, for equally 
s^e investments ; so that the whole civilised world will 
admit of being regarded as one community, for the purposes of 
the present investigation. And we may conveniently begin 
by supposing that this consummation has been attained; 
and accordingly examine the conditions of supply of capital 
in an isolated region, out of which issues no overflow of 
wealth for foreign investment, while over the whole range 
of it money can be borrowed at the same rate of interest on 
equally good security. 

The investigation, thus defined, is one which we have already 
had occasion to make in examining the Laws of Produc- 
tion’. We then saw that the conditions of more or less rapid 
accumulation of capital are extremely complex. In the first 
place, the amount that may be stived by any community within 
any given period tends to be increased, ceteris jKiribm, by any 
cause that increases the real income of the community during 
that period ; that is, by anything that increases the proportion 
of the number of effective workers to the whole population, 
or the average productiveness of their labour. Secondly, the 
proportion that is actually saved of the whole imoiint avail- 
able for saving tends to be affected by any variation in the degree 
of foresight and self-control, of ctipicity for being influenced by 
remote pleasures and pains as compired with those near at hand, 
possessed by average members of the community ; or, again, in 
the habits and sentiments that move men to provide for pos- 
terity; and, further, so far }is men save (as many in the wealthier 
classes would seem to do) not for any definite end but because 
their income is larger than is needed to defray their habitual 
expenditure, any material change in the various habits of 
luxurious consumption prevailing in different classes i>: likely 
to affect saving materially. It did not seem possible definitely 
to measure the combined effect of these and other causes ; but 
we may, I think, assume, qn the one hand, that ceteris paribus 
saving will increase or decrease in amount, as the rate of 
interest rises or falls ; and, on the other hand, that the amount 
of effect thus produced within a short period is not likely to be 
great in comparison with the whole amount of floating capital ; 


^ See Book i. o. vi. § 4. 
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SO that there will be no material error in taking the rate of 
interest during any such short period to be determined entirely 
by the demand for capital. But when we consider the deter- 
mination of the average rate of interest over a considerable space 
of time, it is clear that the effect produced on saving by changes 
in the rate of interest will tend to give this average mte a 
steadiness which it would not otherwise j)os808s : since any rise 
in the rate of interest, due to a change in the conditions of de- 
mand, has a certain tendency to bring about a subsequent fall 
through the increase in the supply of capital which it causes ; 
and similarly any fall in the mte has a certain tendency 
to cause a subsequent rise^ This cmnpmsatm^y or equilibratory 
action of changes in the rate of intemst may be assumed to 
become more j)oweiful, in either direction, as the changes them- 
selves increase in magnitude ; and it is probable that, actually, 
in every existing community there is a point considerably above 
zero below which the rate of interest could not long remain 
without some great change in the intellectual, moral, or 
economic condition of the community, «ia well as a higher 
point above which it could not pennanently rise, unless we 
SupjKMse a development of the arts of industry quite beyond 
precedent. Where, however, these points will be we have no 
means of determining a prion'i ; an(i I may add that 1 am 
aware of no adequate empirical reiison for supposing with Mill, 
Caimes, and others, that the rate of interest in England at 
the prei?ent day is vei^^ near the minimum point. 

We have thus obtained a gcneml view of the manner in 
which interest would be determined in an isolated region, over 
the whole of which the rate was (with the qualifications before 
given) approximately unifonn. Actually, however, we find ma- 
terial differences in the mtes of interest maintained in different 
regions ; even where an uninterrupted trade renders it easy to 
transfer capital from any one of these regions to any other. 
The explanation of these differences is threefold. First, the* 
general security of capital in some countries, owing to inferiority 
in political organisation or other causes, may be materially less, 
even for their inhabitants, than that maintained in others. 

1 It may be observed that experience shews another way in which a faU in 
the rate of interest tends to bring about a subsequent rise; i.e., by leading to 
rash speculations, which result in a destruction of capital. 
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Secondly, there is a certain extra risk incurred by investing 
in a digtant region, owing to the greater difficulty of ascer- 
taining and estimating the dangers that from time to time may 
threaten the yield of any particular investment, and in taking 
measures to ward them off. Thirdly, there seems to be a 
general tendency in the members of any society to estimate 
the risk of investments in a foi-eign country more highly, ceteris 
piiHhus, than that of home investments ; owing to their greater 
confidence either in the morality or in the good fortune of their 
own community. The extent to which each of these causes will 
operate, as between different countries at different times, will 
of coui-se, vary indefinitely. We can only lay down as a genenil 
rule, that the yield of capital in any one countiy (A) does not 
tend to differ from the yield of capital in any other countiy (li), 
which is in permanent commercial relations with the former, 
by an amount more than sufficient to compensate for the extra 
risk of investments in 6 to the inhabitants of A, ;is estimated 
by the latter. Thus any new cause that operates primarily to 
increase the supply of ciipitiil, and consequently to lower the 
rate of interest, in A, tends to have its effect extended over the 
whole aggregate rif countries with which A is in commerctal 
relations ; the intensity of the effect being, of course, diminished 
in proportion to the extension of its ranged 

^ It may bo Haid that tlio intcrost received by memborH of any one community 
on capital employed by the members of any other ought not strictly speaking to 
be included when we are discussing how the aggregate produce of the industry 
of the first community is distributed. But there are two reasons for not leaving 
it out of account in such a discussion. In the first place, even if this interest 
were merely to be regarded as so much additional income for certain capitalists, 
the transmission and consumption of which did not directly affect the shares 
received by other members of the community, it would still tend to affect the 
latter indirectly : since the mere possession of this extra income, from wliatever 
source derived, tends to give its possessors and their children certain advantages 
in the competition that detenniiies the relative rewards of the higher kinds 
of labour — as will be hereafter explained (c. ix.). But, secondly, since this 
** tribute,** if it may be so called, of interest is actually paid by transmitting 
the produce of the country in which the capital is invested, its payment has a 
direct effect on the whole foreign trade both of the country that sends and of 
the country that receives it. The exact nature and extent of this effect depend 
upon the particular conditions of supply and demand of the wares in which the 
trade is carried on : but, in most cases, it will be beneficial to all the inhabitants 
of the country recedving the tribute, so far as they are consumers of imports : 
since the necessity of selling the commodities in which the tribute is paid, in 
the markets of the receiving country, will tend to establish the equation of 
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§ 6. So far we have considered interest as the share of 
produce expected by the capitalist as such; since it is the 
expectation of profit that determines the action of borrowers 
and investors; and not, except indirectly, the profit that has 
been earned. If now it is asked how far the actual average 
yield of newly invested capital is found to coincide in the long 
run with the expected }rield, no precise answer can, I conceive, 
be given. Indeed, even if we could obtain accurate statistics 
as to the interest actually received, it would still be impossible 
to say exactly how much was expected; since no investment 
is thought to be absolutely secure ; and if there were any such, 
its price, for reasons before given, would probably exceed that 
of the less secure by more than adequate compensation for risk : 
so that there is no means of measuring precisely the amount of 
risk commonly recognised in those esteemed tolerably safe. We 
can only say that we have no positive grounds for supposing that 
the avomge actual yield of capita.1 already invested tends in the 
long nin to differ materially from the jdeld expected at the time 
of investment. Since, however, the yield expecsted during the 
first years after investment includes, in most cases, a more 
or less considerable compensation for risk, it follows that the 
actual avemge yield on investments mjide some time ago will 
tend to decrease year by ye-iir, as the date of original investment 
recedes into the past. An important part of this decrease, in 
the case of capital invested in industrial instruments, is due to 
depreciation through the progress of invention ; in consequence 
of which the yield of .such investments — provided that they are 
completely exposed to competition — tends to be equal to interest 
at the current rate (allowing for risk) not on the sum originally 
invested, but on the present cost of producing instruments 


international demand at a rate more favourable to the latter than would other- 
wise be the case. This cheapening of imports may of course be detrimental to 
certain producers in the importing country; just as any improvement in in- 
dustrial processes is liable to be detrimental to some poBBessors of previously 
inveated capital and acquired skill. 

These effects are of course, for the most part, indifferent to the capitalist 
himself, who may very likely not consume any portion of the commodities in 
which his interest is paid ; and who, if his capital has been lent at a fixed rate 
of interest, only feels the effects of changes in trade so far as the fluctuations of 
the exchanges alter the value of the foreign money relatively to that of his own 
country. 
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equally useful ; which may, of course, be indefinitely less than 
the cost of the original investment. 

There is, however, an important part of the capital of in- 
dividuals previously invested at any given time, which enjoys a 
total or partial exemption from the deprcciative effects of com- 
petition ; being so invested as to give the employer who uses it, 
independently of his own skill and foresight, advantages in pro- 
duction unattainable by other employers — advantages especially 
marked in a community increasing in numbers and wealth. 
In this case there is no reason why its owner should not obtain 
from it a yield considerably above what interest on the original 
outlay would amount to. The most conspicuous case of this 
is that of capital invested in land. The sbu'e of produce 
obtained by the land owner as such — called by the special name 
of Rent — has attracted the special attention of economists; it 
will, therefore, be well to devote a separate chapter to the 
examination of its distinctive characteristics; especially since, 
so far as the value of the land is not the result of labour, it 
is only “ capital ” for the individual, and not “ sotual capital ” as 
we defined the term in Book i. 



CHAPTER VII. 


IlENT. 

§ 1. The theoiy of value given in chapter ii. was expressly 
limited to material products, because in the case of these our 
main attention is necessjirily given to analysing the combined 
action of cost of ])roduction and demand. But even as thus 
limited, our investigation led us t4) notice crises where cost of 
pnnluction cctises to have any influence on the variations of 
value; where, accordingly, value is determined more simi>ly 
by the relation of demand to quantity, — quantity being either 
(1) given iiidejiKjndently of the jirice, or (2) tending to increase 
somewhat as the price rises with the demand, so as pirtly to 
counteract the changes aiused by variations in the scale of 
demand. And it is evident that these simpler modes of 
detennination will be generally applicable to commodities — 
if there be such — that are not products of labour at all. 
But the question arises where we are to look for such com- 
modities ; for what we call “ mw ” materials almost alw'ays 
require, even in their rawest condition, a not inconsiderable 
amount of labour, spent either in somehow promoting or 
protecting natural growth, or in extraction or detachment (of 
stone, wood, &c.), or in searching or hunting and capturing, 
or at any rate in collection and conveyance. In short we are 
carried back, in our search for an ultimate raw material among 
the important articles of current exchange, to Land : i.e., to such 
parts of the earth’s surface as, together with the minerals below 
the surface, have a market value, as the indispensable primary 
materia] or instrument of the kinds of labour just mentioned. 
And, in fact, the share of the produce that falls to landowners 
as such has, by English economists generally, been treated as 
fundamentally distinct from Interest and Wages; as being neither 
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the remuneration of labour, nor the reward of abstinence in the 
consumption of the products of labour. And it is to this share, 
as separated by strict anal 3 rsis from interest on capital, that the 
term “rent” — or, as is sometimes said, “economic rent” — is now 
commonly applied, when used as a technical term by political 
economists since Ricardo. I think, however, that what is com- 
monly known — and widely accepted — as the Ricardian theoiy of 
rent combines, in a somewhat confusing way, at least three 
distinct theories, resting on different kinds of evidence and 
relating to different, and not necessarily connected, inquiries : we 
may distinguish them as (1 ) a historical theory as to the origin 
of rent, (2) a statical theoiy of the economic forces tending 
to determine rent at the present time, and (3) a d}Tiamical 
theory of the causes continually tending to increiise rent, iis 
wealth and population increase. It seems to me that the 
confusion of these three into one doctrine is partly the effect 
and partly the (wiuse of the peculiar meaning given to the 
term Rent in Ricardo’s exposition; and that in the c^ise of 
agricultural hind, to which Ricjiitlos d<K‘.trine hjis been especi- 
ally applied, it is especially importjint to gut rid of the con- 
fusion. 

In attempting this task, it is convenient to begin by ex- 
amining the ordinary use of the term Rent. As commonly 
used in English’, it denotes the payment made for the use 
of “immovables,” i.e., either of the surface of land as used 
in agriculture, or of buildings erected on it, or of the minerals 
it contains together with the right of removing and selling 
them. There is, apart from any ecxinomic theory, a noteivorthy 
difference in the nature of the obligations imjioscd in the lend- 
ing or letting of land, houses, &c., as compared with ordinary 
loans for which interest is paid. In the latter case, as what is 
actually borrowed is money, there is no pirticular thing which 
has to be rc^tumed when the loan is repaid, but only an equiva- 
lent for the sum borrowed ; so that here the possibility of dete- 
rioration or amelioration of the wealth borrowed dcHJS not come 
in ; whereas in the cjises where rent is paid, this possibility has 
to be taken into account ; and sometimes, as we shall see, leads 

^ It may be worth noticing that in French “rente” is used, more widely, to 
denote any income that accrues without labour on the part of the person to 
whom it is paid. 
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to important complications. Still, rent is not the only case of 
pajrment for the use of wealth, where the same thing that was 
originally lent has to be restored when the contract terminates : 
such payments are, for example, mode for the use of carriages, 
boats, plate, pianos, and other durable articles. The amount of such 
pa}rment (commonly called “hire”), as competitively determined, 
will commonly include compensation for ordinaiy deterioration 
through wear and tear of the thing hired, interest on its value 
when let*, and — in some cases at least — insurance against pos- 
sible depreciation through invention or change of fashion, as 
well as against other risks, together with such amount of remu- 
neration for the owners labour of management as industrial 
competition may allow him. 

Now an English fann, no less than a carriage or a boat, is an 
instrument that has been adapted to its uses by human labour ; 
it commonly contains fences, roads for economising the labour 
of conveyance, and buildings for housing cattle and instruments, 
accumulating miinure, and perfonning the finst processes of 
manufacture on the produce ; and further, in many cases, when 
it^was originally made, the land had to be wholly or jiartially 
cleared of stones, trees, excess of water, or other encurabninces. 
It may be asked, therefore, why the price paid for the use 
of land thus prejmrcd and adapted should not depend upon 
the cost of such adapt^ition no less than the price of any other 
durable product. 

To this question Kicardo and others answer that so far ^is 
the utility of a fiirm is the result of labour, the price paid for 
the use of it should in strictness of economic language be 
counted profit or interest*; the term Bent being restricted to 
the price paid for the use of the “original and indestructible 
“ powers of the soil,” or the yield obtained by the owner from 
this source, where the owner is also the cultivator. But the 
line thus indicated is one impossible to draw with any exactness 
in concrete cases, at least in a country that has long been culti- 
vated ; and, as Ricardo himself urges, it is in such a’ countiy 

^ The value of such an article when let wiU norxnally (as we have seen) 
correspond to the cost of producing something equally useful. See o. ii. § 11. 

s In England this price is hardly, if at all, more than ordinary interest, 
with a slight allowance for risk ; the landlord who spends the money requires 
Uttle or no remuneration for his trouble. 



CHAP. VII 


RENT 


287 


that rent is of most importance. The recurrmt part of the 
expenditure of labour in making a farm — the cost of the repairs 
needed from time to time to keep buildings, fences, drainage, 
&c. in good order— can, no doubt, be approximately ascertain^; 
and so long as it is profitable to cultivate the farm at all, its 
produce must yield at least interest on this cost, as well as 
adequate employers* profits on the movable capital employed on 
the land. But this recurrent cost is, on the whole, materially 
less than the total expenditure that would now he required 
to bring the farm from its original condition up to its present 
degree of utility ; and, as we cannot restore the original condi- 
tion, we have no means of estimating definitely this non-rocur- 
rent expenditure. 

This will appear more clearly when it is considered that 
we should have to include in such an estimate, besides the 
labour spent on the fanii itself, a certain part of what has gone 
to the making of the roads, canals, and railways tliat connect 
it Avith the markets of its produce, and with the places that 
supply the materials and implements of its cultivation; since 
th(i existence of these means of communication is geneiallyr 
necessary to the maintenance of the present value of the 
produce of the land, and therefore to the maintenance of the 
rent^ 

At the saline time I think it reasonable to assume that the 
rent of much agricultural land in England is materially in 
exce^ of interest (at the present rate) on the expenditure that 
would now bo required to bring it from its original condition to 
its present degree of efficiency for supplying its markets \vith 
agricultural produce. I infer this from the fact that it is worth 
while for Englishmen to cultivate land in Manitoba in oitler to 

^ It is trae, as Mill argues (ii. zri. § 5) that the reut of a farm tends primarily 
to be reduced by the roads, &c. that connect with its markets other more distant 
• farms ; since these are thus enabled to enter into competition with it and to 
lower the prices of its produce. But though this is no doubt the immediate effect 
of making such roads, it is not, I conceive, likely to be the ultimate effect in this 
case, any more than in the case of any other kind of agricultural improvement ; 
since the increase of population and wealth in the country, which these more 
extended means of communication render possible, tends ultimately to raise the 
price of the produce of the* nearer farm to at least its former height. And, 
at any rate, the labour spent on the roads that connect a farm with its markets 
must be admitted to have contributed to raise its selling value and the rent 
payable for it. 
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supply the English market with wheat: for, though I cannot 
compare the original condition of land in Manitoba with the 
original condition of land in England, I have no reason to 
attribute to the fonner so marked a superiority for wheat- 
growing over all English land as would even nearly compensate 
for the great disadvantage of its situation- Hence I infer, 
broadly, that a considerable portion of the rent paid for agricul- 
tural land in England — though I cannot say how much — is due 
not to the labour spent in fitting it for agricultunil uses, but to 
the appropriation of the raw material to which such labour has 
been applied. It appe^iirs to me, however, misleading to 
say that even this portion is a price paid for the “original 
“ and indestructible” qualities of the soil ; since, so far as it 
depends on situation, it is plainly due not to the original 
qualities of the land but to the development of the human 
community inhabiting it, and the manner in which this com- 
munity has disposed itself over the surface of the country. 

I am unable, therefore, to accept as adequate Riciirdo^s account 
of the origin and history of lent as defined by him: namely, 
that it is entirely cvxused Jind its amount determined by original 
differenexjs in the productive powera of the soil, which become 
economicjilly operative in continually increasing degrees, as 
population progresses: that accordingly it is first piid on “land 
“ of the first quality” when, in the progress of society land of 
the “ second quality” is taken intf) cultivation, and rises 
similarly with “every step in the progress of population, which 
“obliges a country to have recourse to land of a worse quality.”^ 
This conjectural history ^issumes unwamintably that the re- 
lative degrees of utility for agriculture possessed by different 
portions of the land of a civilised country remain alwa 3 rs what 
they originally were: ignoring (1) the extent to which the 
labour of man hjis altered the original differences, and (2) the 
extent to which the economic value of land varies, apart from 
any variation in its physical conditions, in consequence of 
changes (a) in the art of agriculture, and (6) in the social demand 
for agricultural produce. 

But even if Ricardo’s historical doctrine were true, and 
if we could generally distinguish, in any actual case, between 


^ See Bicardo, Prineiplet of Political Economy ^ o. ii. 
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the " original and indestructible ” qualities of the soil and the 
qualities resulting from human labour, the distinction would 
still, I conceive, be irrelevant when we are considering the 
determination of rent, as an element of the existing distribu- 
tion of produce ; since the price paid for the use of land at the 
present time cannot be affected in any way by the extent to 
which its present condition is the result of labour. Hence, while 
I recognise that ordinaiy agricultural rent generally contains 
— besides an element that is to be regarded as interest 
on the present value of the results of labour previously 
expended — another element due to the appropriation of a raw 
material scarce in quality, it does not seem to me desirable 
to follow Ricardo in restricting the term rent to the latter 
element. 

It is, in fact, chiefly when we are considering what I 
distinguished as a “ dynamicixl question ” — the tendency of the 
value (and rent) of land to increase as civilisation progresses 
— that it becomes practically important to imalyse its utility 
into different elements, due respexitively to the different causes 
above-mentioned ; though here agjiin what we are chiefly con-, 
(jemed to know with regard to any particular increiise of rent is 
not whether it is due to labour generally, but whether it is due 
to labour employed by the owner or occupier. This dynamical 
question will be more appropriately considered in a subsequent 
chapter\ 

§ 2. Let us take the term “ rent” then in its ordinary sense 
to mean the price paid for the use of land, whatever be the 
source of its utility, and consider how this price is completely 
determined in such a countiy as England at the present time. 
So far as the demand for land is non-industrial, — i,e., so far as 
hind is used for purposes of direct enjoyment and thus bedongs to 
the class of things before distinguished as “ diimble consumers* 
“wealth,** — there is not much use in attempting any minute 
analysis of the causes that aflfect its value or rent. We have no 
simple formula for determining generally how much will be paid 
for the use of (e,g.) a deer-forest. We can see that it depends 
partly on the amount of actual and possible deer-forests, partly 
on the possibility of making a profit out of such land in other 


B. p. s. 


^ See chapter xi. | 8, pp. 882, 8. 
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ways, partly’on the number and wealth of the rich persons who 
wish to shoot deer, and on the comparative utility of deer-stalking 
and other forms of amusement, as estimated by these persons : 
but it is hardly worth while to attempt to get fhrther than this. 
In the case, however, of land cultivated by farmers for a profit, 
we can detennine normal rent as the surplus which the price of 
its produce would be expected to afford to a fanner of ordinary 
ability and industry, after subtracting whatever competition 
allows him to claim, as remuneration for his own labour, and the 
sum required for replacement, with interest at the ordinary rate, 
of the capital employed by him upon the land ; assuming, for 
simplicity, that the processes by which such produce is obtained 
do not materially affect the utility of the land, as an instrument 
of fiiturc production. If the produce in question needs a special 
and rare kind of land, while the demand for it is strong, every 
part of the land so employed may yield produce that hjis a 
value above what corresponds to its cost of production (including 
interest on the landowner s capital that has to be from time to 
time reproduced). Of such produce it may be said that the 
price of every portion yields a certain proj)ortion of rent to the 
owner ; though it tends to confuse cause and effect to say that 
“rent enters into its price.” But with ordinary agricultural 
produce the case is different ; since, even in a country so thickly 
populated as England, the supply of land capable of yielding 
such produce is always in excess of that actually employed for 
this purpose. Hence iissuming that the variations in the utility 
of land — whether due to varying fertility or situation — are 
continuous^ we may infer that even when the demand for 
agricultural produce is so keen that the area of cultivated land 
is increasing, there will always be a margin of such land .of 
which the rent is only equivalent to interest on the outlay 
required to prepare and keep it fit for cultivation, phis whatever 
would be paid for the use of it if left uncultivated, for purposes 
of sport or rough pasture. And we may infer that the nonnal 
rent per acre of any other land, in the same district or supplying 
the same markets, can only exceed the rent per acre of this 


^ This aasumption is legitimate for porposeB of general reasoning : since it 
will be tme unless abrupt changes in fertility coincide with abrupt changes in 
situation. 
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margin because and in proportion as it is more productive 
relatively to the markets which it has to supply ; i.e., because 
and in proportion as the farmer who cultivates it can bring to 
market either more produce with equal expense, or an equal 
amount of produce with less expense (including the expense of 
conveyance). 

This is the “ margin of cultivation ” which is said by 
Ricardian economists to pay “no rent”: the phrase, however, 
is not strictly true, even according to the Ricardian definition 
of rent, in such a countrj^ as England; since, as I have said, 
something would be generally obtainable for the use of such 
land if left uncultivated ^ It is further noteworthy, that when 
the area of arable land is diminishing, — as has been the case in 
recent years in England, — the margin of cultivation tends to be 
differently detennined. When land has to be bmaght into 
cultivation it will be expected to |iay interest on the expenditure 
required once for all — e.g., for draining or clearing — to make it 
fit for cultivation, as well as on any recurrent outlay required 
to keep it in suitable condition: but in considering whether 
it should be allowed to go out of cultivation, the non-recurrent • 
expenditure will not be taken into account; the land will be 
worth cultivating, if the cultivator can afford to pay interest 
merely on any recurrent outlay required from the landowner 
plus what could be obtained for the use of it if uncultivated. 
It is owing to this essential difference in the detennination of 
the margin of cultivation, according as the area of cultivated 
land is increasing or decreasing*, that I have not thought 
it desirable to refer expressly to this maigin in the account 
abovei given of the determination of normal agricultural 
rent. 

There is, however, an ambiguity in this account which has 
to be removed. It is evident that the surplus remaining, after 

• 

^ Doabtless there is always some land to be found, even when the area of 
cultivated land is inoreasing, which only yields a rent equivalent to interest on 
the outlay necessary to make and keep it lit for cultivation : but this is because 
such outlay has been partly wasted, if the land would have yielded some rent 
in its unlaboured condition : it does not represent the general result which 
economic forces tend to produce. 

^ If the area of cultivation is stationary, the normal rent of the least 
iitdvantageonB may vary between interest on total outlay and interest on 
recurrent outlay. 


19-^2 
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providing interest on the fermer’s capital and remuneration for 
his labour, may vary with the amount of capital employed. 
Now in a state of thoroughly active and enlightened compe- 
tition and abund^mt capital we may assume that the amount 
of capital employed on any land yielding rent would bo at least 
sufficient to make the net produce per cent, a maximum ; for 
if it were not so, it would be obviously profitable to le^ave the 
less productive land uncultivated, and apply the capital thus 
set free in increasing that employed on the more productive. 
But, actually, we often find the more fertile land is not culti- 
vated up to the point at which the net proiluce j)er cent, of 
capital is greatest, either (1) from custom, or (2) from want of 
enlightenment, or (3) because the best nuxle of cultivation 
requires amounts of capital under single managements, larger 
than average fanners can provide themselves or procure by 
borrowing. So far ixs these causes opemte, rent will actually 
tend to be determined not by the surplus of produce obtainable 
by the cjipital that it would be most profitable to employ, but 
by the surjilus of pnxluce obtainable by what an avemge fanner 
, would employ. 

But further, if, when the most productive land is cultivated 
so that its net prcxiuce per cent, of capital employed is greatest, 
it is still profitable ti» employ capital less productively on other 
land, it must also be jirofitable to cultivate the more productive 
land beyond the point at which the net produce per cent, is a 
nmximum : provided we Jissume that, after this point is pissed, 
the diminution in the increment of pnxiuce obtainable by 
an iidditional increment of farming cjipital is continuous and 
gradual. Indeed on this assumption, it will be obviously 
profitable to employ iulditional capiUil on the more pnxluctive 
land up to the point at which another increment would not 
yield ordinary interest and “wages of management”: so that 
we may infer that the last portion of the capital employed 
tends to pay no rent; meaning that the farmer does not 
tend to get, by employing it, any additional surplus which 
active compitition would force him to resign to the landlord. 
This assumption of a “rentless” margin of agricultural capital, 
in the farming even of highly rented land, is, I think, legitimate 
for purposes of general reasoning: since no one doubts that 
only a limited amount of capital can be profitably employed 
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for agricultural purposes on any given piece of land: and, 
considering the various ways in which labour^ may be employed 
directly and indirectly to increase produce, we may assume 
that — generally speaking—thc limit of profitable employment 
does not coincide with the point at which net produce pet' cent 
of capital is greatest, but is reached by a gradual decline in 
the productiveness of capital employed beyond this point. It 
is, however, misleading to speak — as Ricardian economists have 
sometimes spoken — of the “ last dose of capital which pays no 
“ rent ” as if this “ dose ” wei-c an element definitely ascertain- 
able in the business-reckonings of an ordinary farmer, and 
could be used for cjilculating normal rent in any particular 
case. Experience certiiinly shews us in a broad and general 
way that as the demand for the produce of land rises, there 
is a tendency to incretise the amount of capitsil applied to 
good land, as well as to extend the cultivated area: but 
the art of agiiculture has not yet reached the degree of 
exactness that would be required to ascertain even approxi- 
mately in any particular ciise the portion of capital that is to be 
regarded as l)a}dng no rent. Thus, while the recent fall in the 
value of English wheat, in consequence of the develoianent of 
foreign pixKluction and trade, has led to a marked diminution 
in the area of wheiitgrowing land in Enghind, I cannot find 
that it has led to an 3 rthing like an equally disceniible change 
in the amount of capital economically applicable to the land 
that still grows wheat. The most that can be said is that the 
fall of prices hjis caused a general vague tendency to diminish 
expense in farming wherever it can be diminished : and even 
this is in many ctises merely due to loss of c^ipital, — and is, in 
consequence, a tendency to farm more cheaply than is really 
economical. 

§ 3. Hitherto we have assumed that the value of the land 

* 1 The reader will bear in mind that * **emplo)rment of labour” is, from 
another i>oiut of view, “employment of capital”: since the result of the labour 
is a form which a part of the employer’s capital assumes. But the phrase 

** employment of capital” is generally more appropriate: since in calculating 
the cost of any application of labour we have to take into account not only 
the amount and quality of the labour applied, but the time intervening between 
its application and the realisation of the expected produce : that is, we have to 
regard the results of labour as constituting capital, on which interest is 
expected. 
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is not materially altered by the process of production. It may, 
however, happen that by using the land in the way that is 
economically most advantageous on the whole, the producer 
will either improve or deteriorate it. No diflSculty is thereby 
introduced in the theoretical determination of rent, where the 
producer is also the owner ; we have merely in calculating the 
whole amount of produce to include the increment of value 
added to the land, along with the value of the products 
taken from it; and similarly to deduct from produce any 
decrement due to deterioration. When, however, the producer 
does not own, but merely farms, the land, this possibility of im- 
provement and deterioration renders it a matter of some difficulty 
to frame a rent-contract which shall give the farmer adequate 
inducement to treat the lapd in the manner most economical 
on the whole. To illustrate this difficulty let us suppose, first, 
that the land tends to be improved by such treatment as 
is, on the whole, economically desirable. Here we have to 
distinguish two different cases. (1) If the fanner, while 
using the land in the way most immediately profitable, at 
the same time augments its utility as an instrument of future 
^nxluction, the matter may be simply settled by allowing the 
increment of value to be appropriated by the landlord; since, 
in this case, such appropriation has no tendency to prevent the 
improvement from being made. But (2) if, as is more ordi- 
narily the case, the outlay required for the improvement will 
not be profitable to the farmer, unless he secures the whole, or 
the main part, of the gain resulting from the increased utility 
of the land ; it will be his interest to leave the land unimproved 
unless either he is bound under penalties to improve it, or 
this gain is somehow secured to him. The former alternative 
can hardly be made effectual without hampering the former’s 
freedom of action to an extent disadvantageous to his industry. 
Hence, in order that such improvements may be duly made, it 
will be needful that either (1) adequate compensation be secured 
to the fanner generally for whatever increment of utility may 
remain unexhausted when his tenure ends; or (2) a lease be 
given him — and continually renewed — of such length as always 
to allow him adequate prospect of reaping the benefit of his 
improvements; or (3) each improvement be made the subject 
of special agreement between farmer and landlord — which 
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practically requires the latter, or his agent, to take a certain 
share in the management of the farm. 

A somewhat similar problem is presented in the case where 
the land is deteriorated by the most economic use of it. This 
case occurs but rarely in agriculture'; but it is the ordinary con- 
dition of the mining industry, and of certain other branches of 
production which take from the land products that are not re- 
newed ^ In such cases the total amount of the produce in question 
that can be profitably taken from any particular piece of land 
is generally at least so far limited in prospect, that every portion 
brought to market tends to diminish proportionally such possi- 
bilities of future production as have a definite market value®. 
The problem, then, in letting land for the purposes of any such 
industry is to fi*ame a contract which shall render it not the 
interest of the lessee to remove and sell an amount of such 
products greater than what it would be profitable for him to 
bring to market if he were also the owner. Now if the land in 
question is leased at a fixed rent, this coincidence of interests 
will only occur under certain special conditions. Thus, if owing 
to the state of competition in the industry the owner would be 
unable to raise the price of his product materially by limiting 
his supply, if he has no ground for inferring a rise of any im- 
portance fix)m the general prospects of supply and demand, and 
if the cost of production does not become materially greater as 
the amount produced within any given time increases — it would 
then be the owner’s interest to produce as much as possible, 
provided that the price of the product were sufficient to pay at 
least the working expenses of production, including adequate 
remuneration for the labour of management; and under the 
same circumstances it would be the interest of a lessee ptiying a 

> Land used for agriculture might doubtlesB often be deteriorated by treat- 
ment which, though uneconomic on the whole, would inoreane itn produce for 
one or two years. And there wonld seem to be some practical difficulty in 
framing a contract to prevent this effectually, without interfering disad- 
vantageously with the farmer’s freedom of action ; but it is hardly within 
the scope of the present chapter to discuss the best method of dealing with this 
difficulty. 

* Such as (e.g.) Peruvian guano, timber from natural forests. Jtc. 

® This is true even in the case of mines where the prospect of actual ex- 
haustion is too remote and indefinite to be economically important ; owing to 
the proq^tive increase in difficulty of extraction, at least after a certain amount 
has been taken. 
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fixed rent to do the same. If, however, the owner would either 
have reason to expect a rise in price, or be able to produce such 
a rise by limiting his supply, either alone or in combination 
with other producers ; then it would obviously be expedient for 
him not to produce beyond the point at which the probable rise 
in price, present and prospective, would more than compensate 
for the probable loss incurred by deferring production. But, 
in these circumstances, it would not generally be expedient for 
a lessee to iwlopt the same limit of production ; unless the i)eriod 
of the lease were long fenough to make it practically certain 
that the mine would be valueless before the end of it; since 
otherwise, by stopping at any given point, the lessee would lose 
the whole gain obtainable on the extra amount that might have 
been prcxiuced, whereas the owner would only lose the interest 
on this gain for a certain number of years. In the same way it 
may be shewn that if there is a certain amount that c^n be 
proflucod within a given time by the most economic appliciition 
of labour and capital, while it is still j)ossible to produce more 
but at continually increasing cost, it would generally be ex- 
pedient for a mere lessee to extend priMluction beyond the limit 
which it would be expedient for an owner to adopt. In cither 
of these latter cjises it seems impossible, without more foresight 
of the conditions of the market than can be hoped for, to frame 
a rent-contract which will have the effect of making it always 
most profitable for the lessee to treat the land in question in 
the manner most profitable to the owner: but a rough recon- 
ciliation of the divergent interests is obtained by the ordinaiy 
practice of making the lessee pay — either with or without 
a fixed annual payment — a certain “royalty”; that is, a sum 
proportioned either to the amount of material extracted, or — 
which is the more suitable arrangement — to the price obtained 
for it. 

§ 4. When we j)ass from agriculture to mining, we meet 
wdth manifest and striking cases of wealth of which the value* 
is due not to labour — at least not to labour spent on the valuable 
thing itself— but merely to its scarcity and its utility in its 
unlaboured condition ; since the land containing a rich mine rises 
to a price far exceeding that of agricultural land, as soon as the 
existence of its contents is known, before the application of any 
part of the labour that will ultimately be needed to extract them. 
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A still more important case in Which the element of labour — 
applied in order to increase utility — is practically absent from 
the determination of value is that of land in towns ; the high 
rent of which is entirely due to the utility attaching to such 
ground from its situation, — cither for purposes of business, or 
for social communication and enjo3naaent. And the share of 
produce obtained by the owner of such land has increased in 
importance as towns have grown in size and density^ with 
the development of industry and trade: indeed, it is note- 
worthy that Ricardos conception of rent as increjising inde- 
pendently of any outlay on the part of the landowner, as 
society advances in population and wealth, is much more 
clearly applicable to the Ciise of building land in towns than 
it is to the case of agricultural land, which Ricardo hiis chiefly 
in view. 

There are various other uses of land — including the per- 
manent results of labour applied to land — by which a surplus 
yield is sometimes obtained, similar to that of which agri- 
cultural rent partly consists and often considerably greater 
in amount. Thus a railroad favourably situated or cheaply 
constructed is, no less than a fann, an instrument of whicfh 
land in its pre-existing condition may be reganied as raw 
material; by means of which the commodity of conveyance 
between certain places is pnxluced and sold at a price that may 
yield its owners considerably more than ordinary interest on 
the cost of making the railway (including the purchase-money 
of the hind^) ; because either it is not possible owing to legal 
obstacles or otherwise to construct an equally eflective instru- 
ment for the sjime uses, or at any mte such a construction 
would be too costly to be profitable. A similar exem})tion from 
the ordinary eifects of competition is sometimes enjoyed by 
certain other portions of industrial capital, such as the capital 
of water companies and gas companies; whose <lividends are 
‘ in consequence considerably higher than current interest on the 
original outlay. 

Again, there are other results of labour, not connected with 


^ Where — as has usnally been the ease — the land has been bought at a price 
considerably beyond its agricultural value, a corresponding share of the extra 
value derived from its use for purposes of conveyance has, of course, been 
handed over to the previous owner. 
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land, which yield a surplus soinewhat similar in kind. This is 
the case, for instance, with the iihmaterial results of the labour 
of Invention, protected from imitation by patents. Even when 
the extra profit obtained by the use of the patent does not 
amount to more than a fair interest on the value of the labour 
and materials expended before the invention was perfected ; still, 
as the intellectual result when once achieved does not require 
renewal, such extra yield is in any particular case determined — 
like the return to capital spent once for all on land — without 
any relation to the value of the inventor s labour. And if it is 
still possible for persons excluded from the advantage of the 
patent to use profitably inferior processes of production, the 
extra yield obtainable by those who use the patent will be 
determined in a manner exactly analogous to ordinary agri- 
cultural rent. 

So, again, the extra profit obtained by the Gk)odwill or, 
Connexion, which gives firms of long standing an advantage 
in the competition for business, is often very analogous to 
rent; for though it may broadly be regarded as interest on 
the cost in labour and outlay incurred without adequate im- 
nlediate return, during the earlier years of the business; still 
it is often mainly due to a favourable concurrence of social 
conditions, and when once acquired it tends to maintain itself 
by the mere vis inertiae of habit, without any extra exertion 
of skill or energy on the part of those who enjoy the advantage. 
In many cases, however, it is difficult to separate the extra 
yield obtained merely by such established connexion from that 
which is due to general belief in the excellence of the com- 
mcxlities furnished by the firm in question ; and so fiir as this 
belief is really founded on the skilful conduct of the business, 
the additional income obtained by it — whatever may be its 
ultimate analysis — will be more naturally discussed under the 
head of wages. 



CHAPTER VIII. 

THE REMUNERATION OF LAW)UR. 

§ 1. We now approach the part of our subject which, 
especially in recent years, has both excited the keenest prac- 
tical interest and given rise to the most perplexing theoretical 
controversy — the competitive^ determination of the wages of 
labour. It seems to me most convenient to follow Mill in 
separating the investigation into two parts: to consider first 
the “ causes which determine or influence the wages of labour 
“ generally, and secondly the differences that exist between the 
“ wages of different cmplojanents.” ** • 

In the first chapter of this book I suggested that the term 
Wages might conveniently be extended so as to include the 
remuneration of all kinds of labour, and I shall presently urge 
reasons for giving this more extended scope to the first of the 
two inquiries above distinguished. But since Mill and other 
economists generally use the term "wages” in this discussion to 
denote the remuneration of labour hired by employers, I have 
thought it best to adopt this meaning in the critical discussion 
which will occupy the first part of this chapter®. 

^ The reader ehould bear in mind that throughont both parts of this investi- 
gation Competition is understood to exclude Combination, whether of employed 
labourers or employers. In a subsequent chapter (o. x.) I shall consider to 
what extent this competitive distribution is liable to abrogated or modified in 
consequence of the action of such combinations with the view of raising or 
lowering wages. 

* Political Economy^ Book n. c. xi. § 1. 

> In the chapter (Book n. c. xi.) in which Mill treats of **the causes 
which determine or infiuence the wages of labour generally,*’ he expressly 
proceeds as if there were no other kind of labour than common unskilled 
**labonr, of the average degree of hardness and disagreeableness.*’ But I am 
not sure that be quite realises how widely this hypothetical procedure diverges 
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We may begin this discussion by noticing one way of 
dealing with the question of wages which very naturally and 
obviously suggests itself to the mind of reflective persons, and 
is therefore liable to mix itself more or less unconsciously with 
any other theoiy that they may adopt, unless it is openly and 
clearly expressed and discussed. I mean the view in which 
labourers are considered as productive instruments requiring a 
certain quantum of food, clothing, lodging, &c., to keep them 
in the most efficient condition from birth to death; and this 
quantum, whatever it may be, including whatever is similarly 
required to maintain the wives and mothers of labourers, is 
regarded as their normal share of the social produce. It is, 
however, e^isy to shew that there is no necessaiy" tendency in a 
system of free competition to give them just this share and no 
more. For if the labourer can produce more wealth than he 
and his family require for necessiiry coiisum2)tit>n, he may 
obviously, being a free agent, keep anti enjoy the remainder; 
and we must jissume that he will do this if he can. It is tnie 
that, in such a country as England, labourers without any 
capital could not produce enough to keep themselves alive; 
still, as cajjital could not any more be used without labourers, if 
the combination of the two prtKluces more than is necessary to 

from the actual facts, in such a country an England, w'herc, in 1B07, Mr Dudley 
Baxter entimated the persouH engaged in “agriculture and unnkilleil labour” 
an little more than a third of the whole cla»8 of manual labourers (2,843,000 
out of 7,785,000), and their net annual earnings as considerably less than 
a third of the aggregatti earnings of manual labourers (£70,050,000 out of 
£254,729,000). At any rate 1 think tliat, in the course of Mill’s discussion, the 
very hypothetical character of the assumption on which he is proceeding rather 
drops out of his own mind, and is certainly liable to drop out of his reader’s 
mind. Thus I observe that, when he passes (in chapter xiv.) to treat of the 
differences of wages in different employments, he speaks of his previous discus- 
sion as Laving been concerned with the “laws which govern the remuneration of 
“ordinary or average labour,” without any notice of tlie great difference between 
the average remuneration of labour generally, and the average remuneration of 
unskilletl labour. 1 observe too that in the corresponding chapter in Fawcett’s 
Manual (Book ii. o. iv.), the doctrine of which is mainly derived from Mill, the 
treatment of the “average rate of wages” makes no reference to Mill’s expressly 
hypothetical procedure, but refers apparently to the average of actual wages. 
And since it seems best to deviate as little as possible from actual facts in the 
assamptions on which our reasoning proceeds, I have taken ‘‘general wages” -to 
mean the average remuneration of all the hired labour that is actually supplied 
in a modem civilised community; afterwards, in § 4, extending the question 
to inolnde all remuneration of labour. 
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keep the labourers in efficient condition, — while also furnishing 
what is necessary to induce the owners of wealth to keep up 
capital, to the extent required to make labour thus productive, 
— there is no general reason why the labourer should not by 
free contract secure a share of this extra produce. 

Nor can it even be maintained that at any rate the food, 
clothing, &c., necessary to keep the labourer in the most 
efficient condition will give us a ^ainimuni below which the 
self-interest of employers, if duly enlightened, will not suffer 
wages to fall. This would no doubt be true if the present 
labourers alone were concerned, and if the employer could 
actually feed, clothe, and shelter his labourers just iis he 
feeds, covers, and sheltera his horses. But when we consider 
the labourer as a free and independent citizen, and also m the 
father of a family, spending at his own discretion a considerable 
j)ortion of his wages in rearing a future generation of labourers, 
the case is altered. Suppose that the employer knows that his 
labourer is under-fed, and that half-a-cro^ni a week 8pt‘nt on 
nourishing foiKl and warm clothing would result in more than 
half-a-crown s worth of extra value in the produce of his week's 
labour. It does not follow that it is his interest to give him 
the extra half-crown: for, in the first place, the labourer may 
spend a large portion of it in alcoholic liquors, &c., which will 
impair rather than increjise his efficiency; and, secondly, he may 
spend a large portion of it in providing better food and clothing 
for his family ; which, though it may be amply repaid to society 
in the additional efficiency of the future labourers whom he is 
rearing, will not necessarily afford any pecuniary advantage to 
the employer who may have no means of securing to himself 
any of the value of this future efficiency. 

Hence it is only under special circumstimc-es — i.e., if the 
employer has adequate empirical grounds for believing that the 
higher wages will actually be spent in increiising the efficiency 
of labourers whom he will himself employ* — that his self-interest 

* It is to be hoped that many employers, in modem civilised societies, would 
incur the extra expenditure in the case supposed, even if the chance of securing 
to themselves a remunerative share of the resulting addition to the wealth of 
the community did not seem quite worth purchasing at the price, on strict 
calculations of probable gain and loss. But 1 do not think that we can safely 
reason on the assumption, that an ordinary employer will be willing to 
mix philanthropy wiUi business to this extent. 
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alone can be relied on to secure such provision for the labourer 
as would make the excess of his produce over his consumption 
a maximum. 

§ 2. The view just discussed has not, so far as I know, 
ever been adopted by professed political economists. On the 
contrary, the doctrine which in 1869 was “ presumed ” by John 
Stuart Mill to be “found in every systematic treatise on 
“Political Economy” — and which remains unretracted and 
unmodified in the latest edition of his own treatise — is that 
currently known as the Wages-Fund Theory^ which appears to 
leave the efficiency of labour altogether out of account. The 
theory is stated by Mill in an essay, in which its inadequacy 
is admitted, as follows. 

“ There is supposed to be,^ at any given instant, a sum of 
“ wealth, which is unconditionally devoted to the payment of 
“ wages of lalxmr. This sum is not regarded as unalterable, for 
“ it is augmented by saving, and increases with the progress of 
“wealth; but it is reasoned upon as at any given moment a 
“ predetermined amount. More than that amount it is assumed 
“that the wages-receiving class cannot possibly divide among 
“ them ; that amount, and no less, they cannot but obtain. So 
“that, the sum to be divided being fixed, the wages of each 
“depend solely on the divisor, the number of participants.”^ 
General wages being thus determined, the determination of 
general profits is similarly simple : profits in the aggregate are 
simply the excess of what the productive labourers produce 
over what is required to replace their wages. In this way, as 
was before remarked, the theoiy of Distribution comes to be 
treated by Mill and his followers as though it had but slight 
analogy to the theoiy of the Exchange Value of products. 

The discussion in the preceding chapters will already have 
shewn the reader that I do not adopt this method of treatment. 
But this view of wages has been so widely accepted, fiuid by 
writers of so much authority*, that it seems desirable to examine 
it carefully. 

* Mill, Vinertatima and Ducusiioiu, tv. p. 48, in a review of Thornton, On 
Labour. 

* As I have noticed. Mill himself partially renounced this theory (in the 
review before quoted). His leading disciples, however, declined to follow him 
in this renunciation. See Gairnes, Some Leading Principlee of Political Economy^ 
Part II. c. i. ; and compare Fawcett, Manual of Political Ecofnomyy Part ii. c. iv. 
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I may begin by observing that the language in which it is ex- 
pounded by Mill in his treatise has exposed him to the charge of 
presenting an arithmetical truism as an economic law^: and, in 
fiict, in the passage (Book ii. c. xi. § 1) in which he first speaks 
of the wages-fiind he seems rather to describe the elements of 
which the whole sum paid in wages is composed, than to state 
the law by which the total is determined. “What may be 
“ called the wages-fiind of a country,” he says, “ is made up of 
“ that part of the circulating aipital” of the country “ which is 
“ expended in the direct purchase of labour,” together with all 
other funds that are paid in exchange of labour. But obviously, 
if we knew no more of the wages-fiind than that it is a total 
thus heterogeneously composed, the statement that “the general 
“ rate of wages ciinnot rise but by an increase of the aggregate 
“funds employed in hiring labourers or a diminution in the 
“ number of the competitors for hire” would be as unimportant 
as it is undeniable ; it would be merely saying that a quotient 
can only be made larger by increiising the dividend or diminish- 
ing the divisor. What Mill, however, really meant was that, 
since the great majority of the wage-earning class are labourers 
hired by employers for a profit, the amount of weiilth devot^ 
to the payment of wages is mainly determined by the “ law of 
“ increase of capital,” that is, by saving. It was of course always 
recognised, by himself and his followers, that, strictly speaking, 
the “ capital” of which the increase is important to the labourer 
is “ only circulating capital and not even the whole of that, but 
“ the part which is expended in the direct purchase of labour.” 
Notwithstanding this, it was thought a sufficient approximation 
to the truth to say “ for shortness” that “ wages depend on the 
“proportion between population and capital” Mill cerfeiinly 
warns his readers that this is an “ elliptical not a literal state- 
“ ment”: but it is stated without qualification in the popular 
manual of his distinguished disciple Fawcett*, “that capital 
“is the fund from which labour is remunerated”... that “wages 
“ in the aggregate depend upon the ratio between capital and 
“population”... and that “every law concerning wages must be 
“ deduced from the fundamental conception of a ratio between 
“capital and population... if the number of the labouring 

^ Cf. Cairnes, Zoc. eiU 

‘ Manual of Political Economy^ Book n. c. iv. 
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population remain stationary wages cannot rise, unless capital 
“ is increased.” 

Writers who use such language as I have just quoted can 
hardly, I think, have clearly recognised how small a proportion 
of the saved wealth in any year, in such a country as England, 
takes the form of wages of hired productive labourers. According 
to Mr GiflFen’, the “capital or property in the United Kingdom” 
may be taken to have increased, between 1865 and 1876, at the 
average rate of more than £200,000,000 a year ; while according 
to Professor Levi s estimate, — which seems to be accepted by 
Mr Giffen®, who is generally regarded as tfiking an optimistic 
view of the recent progress of the working classes in wealth, — 
the aversige annual increment in the aggregate earnings of the 
working classes during tho same period can hardly have 
amounted to one-fifteenth of this sum®. Hence — msiking all 
allowance for the large conjectural element that inevitably 
enters into these statistical calculations — it is clear that a mere 
knowledge of the total amount of capital saved within any 
period is no guide at all to the increment received by the 
wages-fund within the sjime period: everything depends on 
detennining the proportion in which savings tend to be divided 
between wages and other capital. This point is discussed by 
Cairnes, in his development of Mill's doctrine*. His view is 
that the proportion borne to labour by that pirt of industrial 
ciipitiil that is not wages is determined solely by the nature of 
the national industries, so that, assuming labour to remain 
stationary and the condition of the arts of industiy to be 

' EsKay vii. in his KftHayK in Finaiuce (First Series), p. 177. I ought to 
mention that Mr Giflen’s estimate includes foreign investments. 

® See EKHaysin Finance (Second Series), Essay xi. p. 433: and Prof. Levi’s 
Wnyes and Kartiings of the Worhing Clasaee (1885), p. 4. 

® Prof. Levi estimates the increase at 103 millions for the whole period from 
1867 to 1884 ; but, as Mr Giffen remarks, there was probably little increase 
in money wages between 1873 and 1884. 

* fiotne Leading Principles, Part ii. c. i. § 8. Cairnes afterwards recognises 
{he, cit, § 9) that the “industrial development of a progressive community foUows 
“a well-defined course,” according to which “ a constant growth of the national 
“capital is accompanied with a nearly equally constant decline in the pro- 
“ portion of this capital which goes to support labour.” But he treats this 
change as “the inevitable consequence of the progress of the industrial arts”; 
he does not anywhere recognise that the mere increase of capital through 
saving must have a certain tendency to produce this result, independently of 
any change in the arts of industry. 
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unchanged, the amount of industrial capital that is not wages 
must also be unchanged : from which it follows that, on the 
same assumptions, if the industrial capital invested in England 
in any year were increased by 100 millions, the whole 100 
millions would be added to the wages-fund, and profits and 
interest — according to Caimes's argument’ — would be corre- 
spondingly reduced. 

This consequence is, I think, sufficiently paradoxical to 
point us to the error in the premisses from which it follows. 
It is unwarrantable to assume, aa Caimes implicitly does, that 
the industrial demand for capital other than wages will not be 
extended by a fall in the price paid for the commodity demanded. 
Both general analogy and specific experience would lead us, 
I think, to the contrary assumption that, given the extent 
of the industrial demand for capital, the amount that may 
be profitably employed in aid of labour will not be a fixed 
quantity; but will tend to be greater or less as the rate of 
interest falls or rises*. It follows that, if we suppose an 
increase to take place in the proportion of total capital to 
number of labourers, other things remaining unchanged, in, 
consequence of which the rate of wages begins to rise and 
the rate of interest to fell, we must also suppose, as a 
concomitant effect, an increase in the proportion of “ not- wages” 
or “ auxiliary” capital to labour. And again, from this increase 
in the aid rendered by capital to labour, we must further infer 
an increase in the average productiveness of labour, and there- 
fore in the annual produce. Hence the increase in the wages- 
fund that accompanies the increase in the “not- wages” capital 
will not be taken entirely, nor perhaps even chiefly, out of the 
shares of other members of the community. Nay, further, 
when we are considering the matter from a purely abstract 
point of view, and not in relation to the special circumstances 
pf a crowded countiy like England, we must not exclude the 
possibility that new investments may tend on the average to 
enlarge the field of profitable employment for capital in some 

^ eSaimes does not suggest that the personal efficiency of the labourers wiU 
be increased by the extra wages. Nor is there any ground for supposing that 
this would generally be the case to an extent sufficient to yield anything like 
100 millions' worth of extra produce. 

* This assumption was accordingly made in treating of interest in vi. 
p. 276. 

8. P. E. 
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ways as much as they contract it in others ; so that, in &ct, the 
increase of capital may increase the efficiency of labour in as 
great a degree as it increases the wages-fund; and thus not 
cause any permanent iall in the rate of interests But, again, if 
any change in the arts should increase the demand for auxiliary 
capital, it is possible — ^as Mill himself elsewhere points out* — 
that the amount spent by capitalists in wages may even 
diminish temporarily, while the total capital of the community 
increases ; in consequence of an extensive “ conversion of circu- 
“ lating into fixed capital.” 

If this reasoning be sound, it is manifest that we cannot 
regard the rate of wages as determined merely by taking the 
“ ratio between capital and population ” ; since this alone helps 
us but little towards ascertaining the ratio between wages-fiind 
and population. 

§ 3. So far I have endeavoured to shew the inadequacy 
of the “wages-fund theory,” without expressly rejecting the 
common view, according to which a 'portion of the capital of 
employers is conceived, while remaining capital, to take the 
form of wages of productive labour. But this view seems to 
me confused and erroneous. In a certain sense, no doubt, 
wages are normally pmd out of capital; but not in any 
other sense than that in which interest and rent are paid out 
of capital. A certain portion of capital is always — to use 
Bagehot’s terms — “ remuneiutory” and not directly* auxiliary 
in its nature: that is, it does not consist of instruments 
that make labour more efficient, but of finished products, 
destined for the consumption of labourers and others. This 
part of capitiil continually becomes real wages (as well tis real 
profits, interest, and rent) being purchased by the labourer with 
the money wages he receives from time to time. But it is not 
therefore correct to regard the real wages as employer’s capital 
“ advanced ” to the labourer. The transaction between the two 
is essentially a purchase by the employer of the result of a 

1 In this case the limit for each employer of the amount of capital employed 
would be determined not by decreaue in prospective profit, but by increase 
in disadvantages of borrowing. 

* Book 1 . c. vi. S 2. 

* 1 have before explained in what sense and to what extent stocks of finished 
goods may be brought under the general conception of auxiliary capital. See 
Book X. 0 . V. 9 6. 
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week’s labour, which thereby becomes a part of the employer’s 
capital ; and he may be conceived— if we omit for simplicity’s 
sake the medium of exchange — to give the labourer in return 
some of the finished product of his industiy. When this 
transaction is complete a portion of the capital of the country 
has undergone one of the transformations through which 
capital is continually passing; and exists now in the form of 
the results of a week’s labour, having previously existed in the 
form of finished but unsold products, namely, the food, fuel, &c. 
that pass into the consumption of the labourers; while by 
the same transaction the labourer has obtained a share of the 
produce of industry in return for his labour. This seems to 
be the only clear and consistent view that can be taken of the 
payment of wages, according to the line before drawn between 
“capital” and “produce”: which line, again, appeared to be 
the only one by which we could m^ike precise the meaning 
commonly attached to the two terms. Economists who have 
not adopted this view are liable to fluctuate confusingly 
between two unreconciled conceptions of wages; at one time 
spe^aking of them as “paid out of capital,” whilst at another, 
time calling them the labourera’ “ share of the annual produce 
“ of labour and capital,” and implying in this and other phrases 
that “capital” and “produce” are two distinct portions of 
wealth. This confusion seems to be best avoided by considering 
the utilities that result from hired productive labour — whether 
“ embodied ” in ploughed land, mown hay, half-finished mtinu- 
factures, or any other form — as constituting the real capital of 
the employer who purchases them; and the commodities that 
continually pass into the consumption of the labourers as their 
share of the produce. 

“ Remuneratoiy capital,” in short, does not remunerate while 
it remains capital — at least while it remains the capitahof the 
employer^. We have, therefore, no reason to regard each addition 
to the total stock of capital in the country as necessarily con- 
taining an addition to the wages-fiind ; but only as tending to 
increase wages indirectly so for as it (1) increases aggregate 
produce by supplying industiy with additional instruments, and 
(2) increases the labourers’ share of produce, in consequence of 

^ It may of oonree become capital— espeoiaUy '*oonflumer8* capital’* — in the 
labonren’ posBcsBion. 


20—2 
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the lower rate of interest obtained on the increased supply 
of capitals 

The adoption of the other view proceeds partly — like so 
many other economic errors — from a one-sided attention to the 
more obvious and striking results of investing capital. It is 
of course true that when a new investment of capital is made, 
a large portion of the money employed is generally paid in 
wages to labourers ; and the inference is natural, that if it were 
not for this investment, the labourers in question would not 
be receiving wages during the period in which the process 
of investment is going on. But the inference is mistaken; 
for we must assume, speaking broadly and generally, that the 
labourers, if not employed in this way, would be earning a share 
of the produce— though a somewhat smaller share — in some 
other work. It is possible indeed that some of them would have 
been idle ; and no doubt the sudden cessation or depression of 
any jMirticular branch of industry would thi-ow many labourers 
out of work; so that, under certain circumstances, the with- 
drawal of a given amount of capital might conceivably involve a 
.diminution in the real wages of the employed not much less in 
extent. But this result is veiy exceptional ; and, so far as it 
occurs, the loss thus ciiused to the labourers should be regarded 
as a transient result of the disorganisation of industry, not 
as a permanent consequence of the diminution in the amount of 
capital. Speaking generally, there is no reason for supposing 
that a larger percentage of labourers \rill, on the average, be 
unemployed in a community with small capital than in one with 
large; only in the former their labour will tend to be ceteris 
paribus less productive, and their command over the necessaries 
and conveniences of life will generally be less in consequence*. 

1 It should he observed that these rosoltR will only follow if the increase 
of capital is in excess of any increased field for its employment. 

* Again, it is of course true that if wages rise the capitalist employers havp 
to spend a larger sum in purchasing the results of a given amount of labour ; 
but then since these results have, by supposition, risen in market value, their 
capital (estimated at its market value) is correspondingly increased. That thus 
the capitalists’ wealth is not decreas^, while the labourers’ is increased, by a 
simple exchange of equivalents, is certainly a paradoxical result; but 1 have 
already noticed that this paradox is an inevitable consequence of measuring 
producers’ and oonsumers* wealth together by a common standard. In fact the 
capitalists’ increase of nominal wealth is greater ^hau has just been indicated ; 
since they wiU obtain an equal rise in value on all similar results of labour 
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The view that the amount of wages received by hired 
labourers is completely determined by the saving of capitalists 
and the number of such labourers has, however, another source : 
it partly arises fix)m a hasty application of the elementary truth 
that the labourer must be supported on the produce of previous 
labour. It is incontrovertible that the ploughman in December 
cannot be fed on the com to be reaped next harvest : but it does 
not, therefore, follow that the share of last year’s com which falls 
to ploughmen or labourers generally is strictly limited. The 
commodities consumed by hired labourers — or even by manual 
labourers — are not divided by a sharp line from those consumed 
by other classes : hence any cause tending to increase the reward 
of labour generally at the expense of interest or rent — or the 
remuneration of manual labourers at the expense partly of other 
labourers — would not be prevented from having some effect at 
once by the fact that the existing stocks of finished goods jire 
adapted for a different distribution of produce : though probably 
a part of its effect would be temporarily absorbed in causing a 
rise in the market- value of the commodities which such labourers 
chiefly consume. 

§ 4, How then is the amount of the produce that falls to 
labour competitively determined, if a mere consideration of 
the numerical ratio between amount of c.apital and number 
of labourers does not help us to determine it ? In answering 
this question it seems to me best to include in the notion of 
the labour to be remunemted the exertions, intellectual and 
muscular, of the employer no less than those of his employees. 
The chief reason why this course is not commonly adopted by 
English economists seems to be that the remuneration of the 
employer’s exertions, so far as he employs his own capital, 
is actually received by him mixed up with the returns to his 
capital, and can only be artificially distinguished from it by 
economic analysis; so that this composite employer’s share.' is 
in ordinary thought obviously contrasted with the share of the 

which they have previonsly purchased, so far as their value depends on the cost 
of reproduction. No doubt, if the labour grown dearer is not really more 
efficient, their nominally increased capital may not bring them in any more 
income. But this result will not surprise us when we reflect that, if the labour 
grown dearer is not more productive, the rise in wages must involve a fall in 
interest; and it is implied in the very notion of a fall in interest that a larger 
amount of capital is required to bring in a given income. 
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employed, as tending to rise when the latter falls and vice versd. 
And certainly it cannot be denied that the interests of em- 
ployers are so fer opposed to those of their employees, that an 
increase due to certain causes in the share of either class tends 
to be accompanied by a decrease in the share of the other. But 
this in no way places the former class in an exceptional position : 
since similar oppositions are continually liable to occur between 
the pecuniary interests of different groups of hired workers, em- 
ployed in the jiroduction of comj)eting commodities. And there 
is a class of hircd workers, — managers of joint-stock comjianies, 
or even of private industrial establishments, — who do almost 
exactly the same kind of work as many capitalist employers; 
and if, as is very likely, such a manager has capital invested 
somewhere else, he is practically induced to remain a manager, 
instead of setting up on his own Jiccount, by the consideration 
that he will be better remunerated for his labour in the former 
position than in the latter. 

It may be urged, however, that the ascertainment of the 
amount of aggregate, in which we lump together the earnings 
of employers Jind employed, will not really answer any question 
of practical interest ; for what both labourers and employers are 
concerned to know is the amount of remuneration that the two 
classes respectively may look for, not the amount of pnxluce 
that is somehow to be divided among them. But similarly any 
particular labourer is only concerned with the average wages of 
the whole aggregate of hired labourers in a very indirect way ; 
so lar, that is, as changes in this average rate may be expected 
to extend their effects to the particular branch of industry to 
which he belongs. And in the same way he is indirectly 
concerned, in only a slightly additional degree of remoteness, 
with the remuneration of the aggregate labour of the society of 
which he is a member. And there is no adequate reason for 
making a separate aggregate of the wages of hired labourers:^ 
since — if we suppose free competition excluding combination — 
the remuneration of labourers paid by employers, so that the 
results of their labour become a portion of the employer's capital, 
is not determined in a manner eeeenJtially different from the 
remuneration of labourers who work on their own account and 
are directly paid by consumers : except that in the latter case 
the w'orker is commonly paid later and, therefore, his remunera- 
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tion must ceteris paribus be increased by interest proportioned 
to the interval that he has to wait for payments 

The chief advantage of considering first the reward of all 
labour taken in the aggregate is that it brings into prominence 
an element in the wages-problem which the discussion of 
particular wages is apt to leave in the background. When we 
are considering variations in the wages of this or that group of 
labourers we commonly assume, as it is convenient to do, that 
the real contribution of these labourers to the whole produce of 
the community is given, and that what wc are concerned to 
investigate is merely the variation in the amount of the 
equivalent that society is willing to give them for this con- 
tribution. But when we are considering the reward of labour 
in the aggregate, it is obvious that it tends to be increased, 
ceteris paribus, by any cause that tends to make labour more 
efficient. Labour in the aggregate gets what it produces, 
after subtracting the price that it has to pay for the use of the 
results of previous labour, and whatever has to bo paid for the 
use of land, or other portions of man’s material environment, 
beyond ordinary interest on what it would have cost — in the 
present state of the arts of industry — to bring such portions of 
matter from their original condition to their present degree of 
adaptation to human uses. Consequently in the determination 
of interest and rent, as expounded in the two previous 
chapters, we have by implication indicated how the I’emunera- 
tion of labour in the aggregate is determined ; so far as the 

^ This will perhaps become clearer if we consider a simple hypothetical case. 
Let us suppose that a group of carpenters, working each on his own account 
and receiving payment from customers, agree to throw their private stocks of 
materials, instruments, and half-finished goods into a common stock, under one 
management. Let ns assume for simplicity that the manager is just worth iiis 
wages : ue,, that whatever he gets as salary is balanced by the saving he effects 
through better organisation of labour and purchase of materials on a larger 
eoale. Then, other things remaining the same, the other carpenters wiU 
obviously earn precisely what they earned before. Let ns now further suppose 
that this aggregated capital becomes the property of the manager : he will of 
course claim to receive interest on it (inoludiug insurance against risk) and the 
incomes of the other carpenters will be proportionately diminished : but there is 
no reason why the part of their earnings which was strictly remuneration of 
labour should not remain the same as before. It is clear, therefore, that the 
mere transfer of a number of independent workers to the class of hired labourexs 
will not neeeuarily produce any effect on the aggregate remuneration of manual 
labourers. 
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quantity and quality of the labour is assumed to be given 
independently of its remuneration. 

Accordingly, while I hold, with English economists generally, 
that — in such a country as England — this remuneration tends, 
other things being equal, to bear a smaller proportion to the 
total number of labourers as that number increases, I should 
yet state the reason for this conclusion quite differently from 
those who adopt the “wages-fiind” doctrine, and who determine 
wages simply by the arithmetical ratio between capital and 
population. In my view this result is due to the fact that an 
increase in the number of labourers will tend to raise the 
industrial demand for the aid of capital, and therefore to 
increase the portion of the total produce paid for the use of a 
given amount of capital; at the same time the proportion of 
total produce to the number of labourers will tend to be less, 
as the decreased utility of the additional labour, in a thickly 
populated country, is not likely to be compensated by the gain 
in efficiency from the increased advantages of co-operation^; 
while, again, the owners of land, and any other employers whose 
capital is partially exempted from competition, are likely to 
ab^rb a considerable share of this latter gain. On this latter 
ground, again, even if capital increases pari pasm with labour, 
the reward of labour will tend to decrease in such a country as 
England, as its quantity increases; unless some improvement 
takes place — through invention, education, or otherwise — in 
the average productiveness of the capital-aided labour. On the 
other hand, any such improvement is on the whole likely to 
increase the labourers’ share of the produce ; though it should 
be observed that different kinds of improvement operate in 
very different modes and degrees to bring about this result. 

In the first place, improvements in the physical, moral, or 
intellectual qualities of labourers tend to increase the share of 
the produce that falls to labour, leaving the share of capital 
unaltered; except so far as they also increase the advantage 
which industry derives fix)m the use of capital, by rendering 
the labourer more adapted for processes in which much capital 
is used. So far as this latter result accompanies the increase in 

^ On aooonnt of this loss throuf^ crowding it is of coarse possible that 
interest may not actually rise even though the average remuneration of labour 
falls. 
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the labourer’s personal efBciency, a certain share of the increased 
produce will fell to the owner of capital as such. Similarly, 
labour in the aggregate tends to gain by all inventions that 
economise the labour necessaiy to produce a given utility, — 
whether they are discoveries of new processes in industry or new 
lines of trade, — if they do not involve the use of an increased 
amount of capital ; though the immediate result of such in- 
ventions is likely to be detrimental to some labourers by 
rendering their acquired skill less usefiil, and — possibly — by 
lowering the price of certain products more than can be made 
up by the consequent extension of the demand for them. 
Hitherto, however, the great majority of inventions have created 
a demand for additional capital ; and in this cAse it is conceiv- 
able that, owing to the consequent rise in the rate of interest, 
the owners of capital generally may obtain an addition to their 
share eaiceeding the whole extra produce due to the invention. 
In this way we reach the conclusion that the intnKiuction of 
machinery, though profitable to the community tiiken as a whole, 
may conceivably, in a state of free competition, be tempomrily 
injurious to the interests of all members of the cx)mmunity who 
are not owners of capital. This conclusion, however, has little 
practicixl application ; moat important inventions, while in- 
creasing the field of employment for capital, have at the same 
time effected a saving of expense to the community much 
greater than the ixddition they have caused to the capitalists’ 
share of the produce. Still the essential difference, from the 
labourer’s point of view, between inventions that merely econo- 
mise labour without requiring extra capital, and those that 
enlarge the field of emplo 3 anent for capital, should be carefully 
noted. 

§ 5. So far we have supposed the quantity and quality of 
labour to be given indejiendently of its remuneration : but it is 
necessary, in order to complete our view of the causes detennin- 
ing the remuneration of labour generally, to take into account 
the extent to which the supply of labour is itself affected by its 
remuneration, and examine the reaction on the price of labour 
of this influence exercised by price on supply. For clearness 
we will, at first, confine our attention to the influence exercised 
on the number of labourers ; supposing for the present that the 
quantity of labour supplied by each labourer, and its quality, 
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remain unchanged. As we have before observed, the quantity 
of labour in a community may vary independently of any 
variations in the aggregate of ite population, from changes in 
the proportion of workers to non-workers. Such changes actually 
occur to an extent not unimportant, and are often at least partly 
due to variations in wages : but I do not think that we can say 
generally that a rise or fall in the price of labour has a definite 
uniform tendency to increase or diminish the number of workers 
supplied by a fixed quantity of population. We will accordingly 
confine our consideration primarily to the influence of high or 
low wages on the increase or decrease of population in the 
aggregate; only taking note of the effect on the proportion of 
workers to non-workers, so far as this is inse^mrable from the 
effect on aggregate population. 

Wo may begin by noticing an important case in which the 
action of price on supply may be neglected without material 
error in investigating the determination of wages — the case, 
namely, of a thinly-peopled peaceful country, cultivated, as a 
new colony is, by methods belonging to the most advanced 
stage of industry. Here no considerable number of persons are 
prevented from marrying by lowness of wages; and, there- 
fore, so far as native labour is concerned, supply may pro- 
perly be treated as independent of price. Still even in such 
a country the total supply of labour will actually depend to 
some extent on immigration ; and this will be affected by the 
rate of wages — though probably not to an extent sufficient to 
react materially on the rate itself. But in a thickly-peopled 
country — according to the view of the laws of population 
taken in Book i.^ — we must regard the lowness of the real 
reward of labour as a continually active check to the increase 
of population ; the force of which is no doubt diminished, but 
not actually removed, by emigration to other countries where 
the wages of labour are higher. 

The check, as we have already seen, is actually applied in* 
several very different ways ; thus in England, among the upper 
classes of labourers, it takes almost solely the form of abstinence 
— prudent or vicious — from matrimony; while lower down in 
the social scale the “preventive” check is probably less operative 
than the “positive”: i.e., the restriction of number results 

^ See c. vi. § 8. 
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partly from the shortening of the lives of adults through 
unhealthy occupations or diseases caused or aggravated by an 
insufficient supply of necessaries, but chiefly from the mortality 
among young children in consequence either of insufficient 
provision of necessaries, or of the absence of due maternal care 
in case the mother of the family has to earn wages for its 
support. In other countries, again, the reduction is believed to be 
largely effected by voluntary limitation of the number of children 
in a family. However, in one way or another, it may be laid 
down that an effective check is exercised on the great majority 
of labourers in all European countries by the actual lowness of 
the remuneration of labour : and under such circumstances it is 
evident that, if the earnings of labour generally rise, the force of 
the check will tend to be diminished, and a stimulus given to 
population of which the ultimate tendency will be to lower the 
remuneration of labour again. Similarly, any fall in this re- 
muneration tends, by making the check more stringent and so 
reducing population, to cause a compensatory rise hereafter. 
In either case, too, the temporary variation in the reward of 
labour, being partly absorbed by a change in the number of 
ncm-workers requiring to be supported by the workers, is pre- 
vented from affecting proportionally the style of living of any 
class ^ And if we could take as approximately constant the 
average standard of household expenditure in each of the higher 
grades of labourers, — the amount of income on which persons of 
average prudence would think themselves justified in marrying, 
— then so long as population was effectively checked by want of 
means, this habitual standard would give us a nonnal rate of 
remuneration in each class round which the actual remunera- 
tion would slowly oscillate, just as the miii*ket-value of a ma- 
terial product oscillates about its cost of production. In fiict we 
might regard this habitual standard as, so to say, a Quasi-cost 
“of Production” of labour; being as closely analogous to the 
cost of production of a material product as is compatible with 
the labourer 8 freedom of choice. 

But this supposition is only useful to facilitate oiu* general 
conception of the mutual influence of supply and remuneration 

^ The oaosea that tend to maintain different grades of labourers with 
different standards of comfort, even in a society where competition is unre- 
stricted, will be discussed in the following chapter. 
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of labour: since there is, in &ct, no such rigid fixity in the 
standards of living customaiy in different social grades. If in 
the ordinary remuneration of any class of labourers, whose real 
remuneration enables them to consume considerably more than 
the mere necessaries of life, a fall takes place from which they 
cannot be relieved to any material extent by industrial com- 
petition, we can hardly doubt that it will partly have the effect 
of lowering the standard of living; and similarly a temporary 
rise in the market price of such labour will have a certain 
tendency to raise along with it the " quasi-cost of production ” 
of the labour in question. Hence we cannot say that the 
standards of comfort ” of such classes tend to give us a definite 
nonnal rate of remuneration in each class ; but merely that they 
tend to some extent to counteract the causes operating, at any 
given time and place, to alter the amount of produce competi- 
tively allotted to labour. 

The Ricardian conception, however, of a “natural” rate of 
wages, to which the actual rate tends to return after any casual 
fluctuations, is more plausible as applied to any class of labourers 
whose numbers are mainly kept down by the difficulty of pro- 
curing for their households, in sufficient quantity and quality, 
such necessaries as food, clothing, fuel, and house-room ; since it 
would seem that any reduction in the wages of such a class 
must tend to cause a decline in their numbers from insufficient 
nutrition ; and, correspondingly, that a rise in the wages of such 
labourers would have a stronger tendency than it would in the 
case of any other class to cause a subsequent increase in the 
supply of labourers and so ceteris pai'ibas to depress wages 
again. And I certainly think that the Ricardian doctrine 
would hold good in this case, if the effect of private alms- 
giving and public poor-relief could be left out of account, and 
if we could assume that the class in question had substantially 
to keep up its own numbers. But I doubt its applicability to 
the conditions detennining the lowest rate of remuneration of 
labour in England at the present time. For (1) the worst-paid 
labour of all is that of classes in large towns which are partly 
kept up by the economic degradation of members of other 
classes; and (2) the actual effect of almsgiving and public 
poor-relief in preventing absolute starvation renders it un- 
certain whether the lowest rate of wages that could be even 
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transiently borne — without producing an irresistible demand 
for extraordinary aid from public funds — would have a material 
tendency to reduce the numbers of the class receiving it ; since 
such a class, living from hand to mouth with little hope of 
material improvement of its condition and yet no sharp dread 
of actual starvation, is apt to be peculiarly reckless in indulging 
its inclinations to marriage and propagation of the species. 

And further, we have to take account of an element hitherto 
omitted, which is here of special importance ; namely, the effect 
of variations in the labourers* remuneration on their personal 
productiveness, whether exhibited in increase of quantity of 
work per he^id, or improvement of quality. It is evident that 
this kind of effect tends to react upon the i-emunemtion of 
labour in the opposite way to that just discussed : since any 
increase in the number of labourers caused by increase in their 
average remuneration tends, so far as it operates, to bring down 
this average remuneration towards the level from which it 
rose ; whereas so far as increased nnnuneration causes increased 
personal productiveness b the remuneration tends to remain 
above the former level. For so far as a labourer's productive- 
ness increases in proportion to his consumption, his share of 
produce may obviously be augmented, without any diminution 
in the incomes of other members of the community. And 
hence we have to note an important qualification of the general 
tendency of a fall in interest to be followed by a more or less 
compensatory rise, which finm our present point of view may be 
described as the tendency of a rise in the aggregate remunera- 
tion of labour to be followed by a more or less comperisiitoiy 
fall; for evidently, so far as increased remuneration causes 
increased j^ersonal efficiency, a transient fall in interest may be 
partly made up through the share that Ciipital lias in the 
advantages of the increased efficiency. And similarly any 
depression tends in some degree to counteract the restorative 
effect on average wages that a diminution in the number of 
labourers would ceteris paribus tend to cause, in such a country 
as England. 

^ So far as this increase of productiveness takes the form of increase in the 
length of time for whicdi each labourer works, we must of course understand by 
** increase of remuneration increase in the labourer’s earnings, not in the price 
of labour measured in time. 
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The extent to which changes in the remuneration of labour 
will produce changes — ^in the same direction — in its productive- 
ness will of course be very different in the case of different 
kinds of labour and different physical and moral conditions and 
social surroundings of the labourers. Nor can we even say that 
in all cases there will be some resultant effect of this kind, even 
if we confine our attention to the manual labourers who are 
recipients of “wages” in the ordinary sense; since though an 
increase of such wages might almost always be spent in in- 
creasing the productive power of present or future labourers, it 
also enables the habitual standard of living to be maintained 
with less energetic work, and often tempts to unsalutary indul- 
gences*. But in the case of labourers scantily provided with 
the means of maintaining physical health and vigour, and 
suffering from unsatisfied desire in consequence, it is reasonable 
to suppose that a material rise in wages would have important 
effects in improving the productive powers of present and future 
labourers; and this improvement would, so far as it went, 
counteract the tendency of increased population to bring down 
wages again. And we can still less doubt that a fall in wages 
which brought labourers into this condition would have a 
dangerous tendency to maintain itself, through the consequent 
fall in efficiency. 

^ The diverse effects of increased remuneration on the labourers* efficiency 
are well illustrated by the following passages from Lord Brassey’s Work and 
Wages, c. iii.* 

** At the commencement of the construction of the North Devon Bail way, the 
** wages of the labourers were 2s. a day. During the progress of the work their 
** wages were raised to 2s. M, and 8«. a day. Nevertheless, it was found that the 
** work was executed more cheaply when the men were earning the higher rate of 
“ wage than when they were paid at the lower rate. Again in London, in carrying 
**out a part of the Metropolitan Drainage Works in Oxford Street, the wages of 
*'the bricklayers were graduaUy raised from 6s. to 10«. a day ; yet it was found 
‘‘that the brickwork was constructed at a cheaper rate per cubic yard, after the 
“wages of the workmen had been raised to lOs., than when they were paid at the 
“rate of 6«. a day.’* 

“On the railways of India it has been found that the great increase of pay 
“which has taken place has neither augmented the rapidity of eiecution, nor 
“added to the comfort of the labourer. The Hindoo workman knows no other 
“want than his daily portion of rice, and the torrid climate renders watertight 
“habitations and ample clothing alike unnecessary. The labourer, therefore, 
“desists from work as soon as he has provided for the necessities of the day. 
“Higher pay adds nothing to his comforts; it serves but to diminish his ordinary 
“industry. ’* 



CHAPTER IX. 

PARTICULAR WAGES AND PROFITS. 

§ 1. In examining how the remuneration of labour taken 
in the aggregate tends to be determined, we have been in- 
evitably led to take note of the differences which normally 
subsist, even where competition is legally quite open, between 
the wages ^ of different branches of industry. As has alre^idy 
been observed, it is this latter question which is most interesting 
to any particular labourer: the variations in an average found 
by dividing the aggregate of workers* remuneration among the 
aggregate of workers do not pnictically concern him, except so 
far as he may infer from them the variations in the wages that 
he may himself expect. It might be added that even the 
average rate of earnings in his own industry only concerns 
him indirectly, unless he is conscious of being an average 
worker. There is haitlly any branch of industry in which a 
labourer stronger, more industrious, more skilful, or more 
careful than his fellows is not likely in one way or another to 
obtain more than the average rate of remuneration. The 
limits, however, within which such variations in the earnings of 
individuals are confined vary very much in different industries : 
they are naturally greater where work is paid for by the job or 
piece, than where the payment is customarily made for a day of 
customary length ; and they tend to increase as labour becomes 

^ In acoordanoe with the usage of our leading economista, I extend the term 
wages, when used generally in this discussion, to include the remuneration of 
the labour of trades and professional men ; but 1 have avoided any particular 
application of it which seemed odd or likely to mislead. 
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more skilled, except so far as this tendency is checked by 
custom or counteracted by combination. 

When the superior latourer works on his own account, the 
additional remuneration that he will obtain will correspond partly 
to the greater quantity of work that he is enabled to do by 
the more urgent demand for his services, partly to the superior 
quality of his work so far as this is generally recognised. Similar 
considerations determine the extra wages that an employed 
lal>ourer will receive; only that in most cases general recog- 
nition of the superiority in quality of work is more difficult to 
obtain : there is commonly a difference between the real value 
of a superior labourer to his actual employer and his market 
value as estimated by employers genemlly, which difference is 
the natural remuneration of the superior insight of the employer 
who secures the superior employee. 

In the first instance, however, we will confine our attention 
to the case of the worker of average ability and industry, 
who cannot reasonably expect more than the average rate of 
remuneration in his <iepartment of work. It may be thought 
perhaps that what such an average worker may reasonably 
expect, under a system of free competition, may be stated still 
more generally as the average net advantages^ obtained by 
average labourers generally within the region over which the 
competition is effective; that, in the words of Adam Smith, 
the whole of the advantages and disadvantages of the different 
" employments of labour and stock must in the same neighbour- 
"hood be either perfectly equal or continually tending to 
“ equality... at least in a society where things were left to follow 
“their natural course.” For “if in the same neighbourhood 
“there was any employment evidently either more or less 
“ advantageous than the rest, so many people would crowd into 
“ it in the one case, and so many would desert it in the other, 
“ that its advantages would soon return to the level of other 
“ emplo)nnents.” 

And, in fiict, in Adam Smith’s careful analysis of inequalities 
of wages “arising from the nature of the employments them- 

^ ^ I use this term — taken from the Economics of Industry — to denote what 
Adam Smith calls ** the whole of the advantages and disadvantages ** of the 
different employments of labour: which is a somewliat loose phrase to eipress 
the ** balance of advantages after oompensatiag for extra disadvantages.** 
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“ selves/’ independently of “ the policy of Europe,” there is no 
express recognition of any differences inconsistent with this 
general statements Nor can it reasonably be doubted that 
industrial competition has, within certain limits, the equalising 
tendency attributed to it by Adam Smith; or that, in the 
absence of the counteracting forces of Custom and Combination, 
this tendency would be more strikingly manifested than it has 
yet been in any European community. But the further discus- 
sion which Mill and others have given to this point has brought 
into view important inequalities in the real reward of certain 
kinds of labour, which arc in no respect compensatory for in- 
equalities in the sacrifices entailed, and which yet the develop- 
ment of competition has no necessary tendency to remove, 
except in a veiy indirect and remote way. 

The importance of this consideration we have already had 
occasion to notice*. But as the nature and conditions of these 
inequalities have hardly obtained sufficient recognition fi'om the 
followers of Adam Smith genemlly, I propose to devote fuller 
attention to them in this chapter: confining myself for the 
present to the ctxuses which would still operate, even under a 
system of complete “ natural liberty,” provided that the existing 
inequality in the distribution among human beings of wealth, 
and of marketable natural qualities, moral and intellectual, 
were not materially changed by some cause other than free 
competition. 

First, however, it is to be obserx ed that, as has already been 
noticed in discussing Joint Products*, what industrial compe- 
tition directly tends to equalise — with the qualifications to be 
presently stated — is not exactly the price of equal quantitif^s 
of labour, but the whole remuneration of labourers of equal 
skill and energy. Hence it may fail to mise the price of 
a particular kind of labour, if all the labour of this kind 
required to satisfy the demand of society — even at a price 

^ When, however, we look at the detailH of his anal,VHi8, we observe that 
Adam Smith does distinguish one case in which this tendency to equality clearly 
does not operate: tliat is, where “trust” is required. As Mill justly remarks, 
the superiority of reward in this case is not in any way compensatoiyr for special 
saorifloes: trustworthiness has an extra value due to what I call “scarcity,** 
and Mill ** natural monopoly.*’ 

* See 0 . ii. § 8. 

* See c. ii. § 10. 

B. P. E. 
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below that of ordinary labour of the same quality — can be 
sufficiently supplied from the spare time of energetic persons 
regularly employed in some other way: as is the case with 
certain kinds of literary work. Secondly, we may note that, in 
the passage above quoted from Adam Smith, this equalising 
tendency is only supposed to take effect, so far as the advantages 
and drawbacks of different employments are (1) “ evident " and 
(2) “within the same neighbourhood.” The first limitation 
requires to be emphasised, though it may seem obvious ; since 
in practical applications of economic retisoning. based on the 
assumption of industrial competition, it is not always borne in 
mind that inequalities of remuneration only tend to be removed 
so far as they are “ evident ” to the class of persons detrimen- 
tally affected by them. Such “ evidence” is more likely to exist 
where the unequally remunerated employments are “in the 
“ same neighbourhood ” : but a large amount of knowledge about 
the wages of labour in remote places is now everywhere 
attainable in civilised communities ; and is actually attained to 
a considerable extent, — which, however, varies a good deal 
according to the different intellectual development of the classes 
affected. So far as this knowledge exists, industrial competition 
will tend to remove any appreciable differences in the real 
remuneration of labour of the same quantity and quality^ in 
different localities, that are more than sufficient to compensate 
for the expense and other losses and sacrifices involved in 
migration from one locality to another, — supposing that the 
expense is not actually beyond the means of the persons affected. 
The obstacles presented by such expenses and sacrifices varj' 
indefinitely at different times and between different places; 
but we may say generally that the range within which their 
effect is comparatively slight tends to become continually larger 
as civilisation progresses. 

Thirdly, however, it must be borne in mind that, even within 

1 In comparing qualities of labour it should be borne in mind that the 
prooesses of (nominally) the same industry are somewhat different in different 
places; so that labourers cannot migrate between such places without a certain 
loss of acquired skiU. Again, if the labourers in any district have a low average 
standard of physical efficiency in consequence of their low wages, then, however 
easy migration may be to a neighbouring district where both the wages and the 
efficiency are greater, the difficulty an immigrant would have in earning the 
higher wages would be a serious obstacle to equalisation. 
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such a limited range, the equalising tendency of Industrial 
Competition can only take effect gradually; and, to a large 
extent, through the influence exercised by changes in wages on 
prospective rather than on present labourers. At any given time 
and place the competitive price of the services rendered by 
labourers depends on the relation of the supply to the demand 
just as the price of any fmished product of labour does. There 
is thus no reason, so far as industrial competition goes, why a 
sudden fall in the demand for any particular kind of skilled 
labour should not reduce its remuneration to the level of that of 
altogether unskilled labour : or even below the average of this 
latter so far as the skilled labourer’s previous habits of work 
have unfitted him for unskilled labour. Nor, indeed, is there 
any economic reason why an extensive change in processes, or 
local displacement, of any particular industry might not reduce 
the remuneration of any kind of labour in a purticular district 
even below the point sufficient to fiimish the labourers with 
necessaries of life; as they might be too numerous to be 
absorbed by such migration as their resources enabled them to 
effect*. 

§ 2. Let us now proceed to explain and classify the in- 
equalities in particular wages, which industrial competition 
does not directly tend to remove, even within the limited range 
and in the gradual manner just described. 

First, we may place such differences as are apparent rather 
than real : such as the higher rate of wages in some employ- 
ments, due to “ inconstancy of employment ” and “ uncertainty 
“of success.” In this case even the average money wages of 
average workmen during long periods may not be higher in such 
employments than they are in others with which we compare 
them ; and it is, of course, only such im average that competition 
tends to equalise. In other cases, an inequality in money 
wages merely balances some opposite inequality in advantages 
not purchased by money, or compensates some extra sacrifice. 
For it must be borne in mind that the “net advantages” 
obtainable by labour, which industrial competition tends 
to equalise, have to be taken to include not merely com- 
modities actually unpurchased — such as the free grazing and 

* Some farther diaousBion of these looel and tezbporaij variatioiie in wages 
and their oonrses will be found in a subsequent chapter (o. xL). 
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free cottage-site that an English agricultural labourer often 
enjoyed a centuiy ago — but all appreciable utilities whatever, 
whether generally purchasable or not, which any particular kind 
of work affords special opportunities for obtaining. Thus, for 
instance, — as Adam Smith notices, — the fact that any calling 
stands higher in social repute than another will tend ceteris 
paribus to attach to it a lower average income. Similarly we 
must include on the negative side of the account not only 
sacrifices that indirectly involve pecuniaiy loss — as when a 
certain kind of work tends from its unhealthiness to shorten 
the average working period of life — but all drawbacks and 
sacrifices whatever. It should be observed, however, that there 
is no tendency to compensate special dis^id vantages felt by par- 
ticular labourers owing to special social cinnimstances or physi- 
cal constitution, if equally competent labourers who do not feel 
these disadvantages could be readily obtained in their stead,. 
Nor, again, are the extra sacrifices, which thus tend to be com- 
pensated, exactly the average extra sacrifices made by the whole 
body of labounjrs in any given emplo3Tnent; but rather the 
extra sjicrificea made by that section of the body in which the 
strongest aversion is felt to the emplo)nnent, provided that there 
is a demand for their services at the price required to overcome 
this aversion, and that such persons are equally fitted for other 
employments to which they are less averse, and are not com- 
pensated by any advantages similarly peculiar to them. It 
would be quite possible that some members of the class might 
have no dislike at all to their work, — or might even derive much 
positive pleasure from it ; still, their self-interest would prompt 
them to demand the highest price obtainable for their services ; 
and competition would enable them to obtain as much remune- 
ration as %as found necessaiy to compensate the sacrifices of 
their fellows. Similarly the special tidvantages attaching to 
any kind of work have no tendency to lower its remuneratioa, 
if they are only felt to be advantages by a numbe^r of persons so 
limited as to be unable to supply more than a fraction of the 
whole labour that society is willing to purchase at the higher 
rate which, independently of these advantages, it would tend to 
command. 

Secondly y no exception is constituted to the general rule of 
equality of net advantages in different employments by any 
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differences in wages, which merely compensate for differences in 
the cost of time and money, entailed by the previous training 
which skilled labour requires. If wealth were equally dis- 
tributed and competition perfectly free, this Ciiuse would still 
operate to raise the net advantages e^imcd by a given amount 
of skilled work above those of an equal amount of unskilled 
work: though the general correspondence of remuneration to 
sacrifice would still be maintained. Under such circumstances, 
supposing the rate of interest given, we could determine exactly 
the normal differences of wages due to this cause in any given 
case : it would be suflScient, if continued for the average working 
period of life of such a skilled worker, to replace with interest the 
wesilth expended in teaching the worker and maintaining him 
during the extra years of his education — subtracting, of course, 
whatever was earned by the pupil before his education was 
completed. In short, the sum so expended would tend to yield, 
precisely in the same way and to the same extent fis any other 
capital, a return proportioned to the amount and the period of 
investment. And there can be no doubt that a considerable 
part of the higher wages of skilled artisiins and professional 
men in England is actually to be referred to this cause ; and 
to be regarded as a replacement with interest of the “ personal 
“capital” which they possess in their expensively Jicquired skill. 

But thirdly, in a society in which wealth is distributed as 
unequally as it is in our own, it is likely — quite apart from any 
influence of combination or governmental interference — that 
certain kinds of skilled labour will normally be purchased , at 
an extra price considerably above that required to replace, with 
interest at the ordinaiy rate, the expense of acquiring the skill ; 
through the scarcity of persons able and willing to spend the 
requisite amount of money in training their children and sup- 
porting them while they are being trained. 

In explaining how precisely this scarcity is maintained, we arc 
met with a question to which political economists generally have 
given rather vague answers : namely, what general assumption 
may legitimately be made as to the limits of parents’ willingness 
to sacrifice their own present comforts and satisfactions to the 
future well-being of their children. Probably it will corre- 
spond fairly to the frets as they exist in England at the present 
time if we assume that average parents in all classes are willing 
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to make considerable sacrifices in order to give their children 
the training required to enable them to remain in the same grade 
of society as the parents themselves: but are not usually willing 
to make the greater sacrifices required to raise them above their 
own class. If so, it is easy to understand how the labour of any 
grade above the lowest should be maintained at a scarcity value. 
But even if parents generally in the lower grades of labour were 
desirous of doing their utmost to give their children a better 
education, it might easily be out of their power to do this — 
consistently with the maintenance of their own industrial efii- 
ciency and the health of their families — except by borrowing; 
from which resource they would ordinarily be cut ofl* by their 
inability to give adequate security for repayment. For the 
parent, even if he had confidence that his child would be able 
and willing to repay out of his future wages the capital bor- 
rowed, is rarely likely to find a lender who will share this 
confidence. 

In this way we are led to the conclusion that inequalities 
in the distribution of produce so considerable as those which 
exist in our own society have a certain tendency to maintain 
themselves which is quite independent of the mere vis inertias 
of custom. Such a society is likely to organise itself in grades 
or strata distinguished by diiferences of income; and so far 
separated that — though individuals are continually ascending 
and descending — the tnuisition is yet not sufficiently easy 
to prevent the labour of any superior grade from being kept 
at what is essentially a scarcity value. 

These higher rates will of course be liable to continual 
fluctuations from changes in the relation of the supply of the 
labour of each grade to the field of employment for it ; and — 
in such a countiy as England — ^the limitation of supply necessaiy 
to maintain the higher wages of any grade requires generally 
speaking an efiective restriction on the natural increase of 
population within the grade, as well as an effective barrier 
against intrusion from below. But such a restriction tends to 
result, in a geneml way — as wc have had occasion to note — from 
the habitual standards of comfort prevalent in the respective 
grades; though, as was pointed out, the resistance offered by 
any such habitual standard to changes in wages is by no means 
rigid. 
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It has further to be observed that many classes of skilled 
workers not ordinarily regarded as capitalists use more or less 
expensive instruments and materials ; which adds, of course, to 
the total amount of capital which their labour requires ^ A 
further quantum of capital, in a different shape, is employed 
by artisans of the classes of shoemakers, tailors, the species 
of carpenters called cabinet-makers, and others, so far as they 
produce goods for sale on their own account. Such persons are 
in fact small traders as .well as manu&cturers ; and their earn- 
ings, like those of other small traders, partake of the nature of 
profits in a varying degree, proportioned to the amount of 
capital that they use. 

It is not improbable that the average profits made by such 
artisan shopkeepers, or by retail traders generally, may be suffi- 
cient, after paying ordinary interest on the capital employed, 
to afford an extra rate* of remuneration for the services of 
these classes, as compared with the lower grade of skilled 
labourers who work for hire. But it is not easy to say how 
&r this is actually the case, at any particular time and place. 
For, as I have before observed, the average returns to employers 
of capital in any branch of industry are much harder to ascer- 
tain even approximately than the average remuneration of any 
class of hired labourers. Numbers of small tradesmen are con- 
tinually pissing through the bankruptcy court; others, again, 
are continually extending their business and becoming large 
tradesmen; while the majority appear to stniggle on with 

^ I may remind the reader that the line between outlay for production and 
outlay for consumption cannot always be sharply drawn ; and that in some 
cases a portion of the expenditure ordinarily paid out of income must be partly 
reckoned under the former head — e.g,, the expense of a physician’s carriage, or of a 
literary man’s books. In other cases, again, instruments which would ordinarily 
be reckoned as producers’ capital are partly also used unproductively — c.y., 
farmers’ horses. 

* 1 avoid speaking of this as a scarcity rate, since it might be somewhat 
misleading to suggest that any extra remuneration of retail traders, as compared 
with labourers not possessed of capital, should be referred to the ** scarcity” of 
such traders — although in a certain sense it would be true. For — as I shall have 
occasion to urge hereafter, when considering the deficiencies of JaUiez faire as a 
means to the most economic production — industrial competition, in such a case 
as this, has no sufficient tendency to reduce the number of competitors down to 
the limits that economy requires ; its effect is too often merely to divide the 
aggregate employment and earnings of the class among a larger number of 
individuals. 
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considerable fluctuations of income, avoiding complete failure 
but not adding importantly to their capital. We have no such 
statistics as would enable us to estimate the average earnings of 
this class of workers. Even if we had them it would still be 
doubtful whether an average obtained by dividing the total 
amount of profits earned by the number of persons employed in 
retail trade would give us approximately the remuneration 
which an ordinary trader might reasonably expect. For such 
an average would be raised by the large gains of the successful 
minority: and these laige gains are probably in most cases due to 
the possession by the successful trader of special aptitudes for his 
business. The skill required by a retail trader is pirtly, no doubt, 
of a kind that an ordinaiy man can acquire by a certain definite 
outlay of time and instruction ; so far as it consists of the arts 
of reading, writing, and book-keeping, together with adequate 
knowledge of the qualities of the articles in which he deals. But 
for success in trade it would seem that qualities are i-equired 
which instruction cannot ordinarily give in the required degree, 
such as penetration, vigilance, quickness of resource in emer- 
gencies, and tact in promptly meeting the various needs or 
even leading the tastes of consumers: for only thus can the 
trader seize the opportunities of gain great and small, and 
avoid the dangers of loss, which the changing conditions of 
supply and demand are continually bringing in the modem 
industrial world. Hence the earnings of traders adequately 
gifted with these qualities will tend to be kept high by the 
rarity of their talents relatively to the field of employment for 
them. 

We are thus led to notice the only remaining important 
cause of inequalities in the remuneration of different kinds of 
labour— the scarcity of the natural gifts required for the most 
effective perfonnance of their function. I have already pointed 
out that in almost every branch of industry to some extent — ^ 
but to very different extents in different branches — wages above 
the average can be earned by labour of superior quality ; such 
superiorities, speaking generally, being due partly to training 
and partly to the possession of natural and inherited aptitudes 
above the average. Where such superiority is exhibited in 
producing more easily and abundantly comme^ities of the same 
quality as inferior workers can supply, the extra remuneration 
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obtainable by it is in a manner analogous to the high rent of 
fertile land used for ordinaiy agricultural purposes; since, as 
we have seen, the superior productiveness of land fix)m which 
rent arises is due partly to outlay and partly to natural dif- 
ferences independent of labour*. On the other hand, where 
the commodity produced by rare skill is valuable on account of 
its special qualities, real or supposed, the reward of such skill 
may be compared to the high rents obtained by the owners 
of famous vine3rards and other portions of land of which the 
produce is peculiar and keenly desired: while again, so far 
as the services of any one individual have — or are believed 
to have — unique qualities, his remuneration is, of course, 
determined under the conditions of strict monopoly. Both 
these latter cases are exemplified by the rewards of the 
finer kinds of intellectual work, such as Literature, Painting, 
Mechanical invention: whei*e the results which command sub- 
stantial remuneration cannot be obtained by education alone, but 
require in addition natural gifts so exceptional that the reward of 
their possessors is at most but partially affected by competition. 
To a less extent the same cause is operative in determining the 
distribution of the large incomes which constitute what are 
called the “prizes’* of the professions of Advocate and Physician. 
The workers who earn these large incomes are believed by those 
who use their services to possess such exceptional skill as cannot 
be acquired by mere training and practice without rare® natunil 

gifts- 

Even when the skill required is not sufficientl3r exceptional 
in fact to command a scarcity value, the difficulty that people 
in general have in ascertaining the fact of its existence often 
secures a scarcity rate of remuneration to the professional men 

^ Even in employments where the differences in skill and its remuneration 
are less marked, it is still to be observed that the outlay on education, d:c., which 
constitutes Personal Capital, yields a profit varying importantly in amount in 
consequence of the different intellectual and moral qualities of the children 
educated. 

^ It should be observed that when we speak of **rare*’ skill, the term is 
always used relatively to Uie demand for the products or services of the skiUed 
worker. It is quite possible that a given kind of skill may be confined to an 
extremely small minority of the members of any community, and yet may be 
BO abundant relatively to the demand that no one possessing it is able to earn 
extra remuneration for his labour. This is the case {e,g,) with the faculty of 
writing second-rate poems. 
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who have special means of obtaining good recommendations; 
such as kinship or friendship with persons who enjoy public 
confidence. 

This leads me to notice another cause of a different kind 
which renders the incomes of individual traders and professional 
men larger than they would otherwise be ; and which, like the 
scarcity of natural qualities just discussed, ought to be specially 
noted and partly discounted in estimating the average remune- 
ration of the classes to which they belong. I mean the impor- 
tant economic fact that we have already more than once noted ^ 
under the names of Goodwill or Connexion : i.c., the widespread 
disposition to use the services of a particular individual rather 
than his competitors, not necessarily on account of any belief 
in their superior quality, nor even through kinship or personal 
acquaintance with the individual himself or his friends, but 
merely finm the force of habit. We have already seen that 
this Goodwill is to a certain extent a saleable commodity; so 
far then as it has been purchased, the extra remuneration 
obtained by it is, from the point of view of the individual, in- 
terest on capital laid out. It is evident that in estimating 
the average return for labour in any employment in which 
earnings are largely incretised by such Goodwill or Connexion 
we ought not to reckon the whole of the extra earnings due to 
this cause, but only the amount that an average man with 
ordinary training and industry may fairly expect to acquire for 
himself. 

§ 3. We have now come to the point at which it is desirable 
to concentrate our attention on that important portion of the 
produce of industry which is frequently but erroneously in- 
cluded in the “capitalists’” share: that is, the element of the 
profit made by the employers of capital which is in excess of 
the interest that they might have obtained without working, 
and which accordingly I have distinguished as Wages of 
Management. It is an important defect of English Political 
Economy that it has not; for the most part, conceived this 
element of the employers’ gains with sufficient steadiness and 
clearness as a species of remuneration of labour — ^which it un- 
doubtedly is. Even Mill's exposition — in spite of his careful 


> See Book i. e. iii. 
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analysis of profit into interest, risk, and ''wages of super- 
"intendence” — exhibits in important parts of the argument a 
want of distinction between profit and interest, and a tendency 
to identify “returns to capital” with the former instead of the 
latter, which seem to me highly confusing^ If we consider the 
large amounts of capital possessed by joint-stock companies, 
as well as all that is lent to private men of business, it must 
be evident that the greatest part of the capital of England is 
now really owned by persons other than those who receive the 
remuneration for managing it. When Ricardo and McCulloch 
wrote, this was far less the case than it is at present ; so that 
the identification of capitalists and employers was more natu- 
rally suggested by the facts of industry. 

It is, I think, partly in consequence of this confusion that so 
many political economists have found no difficulty in assuming 
that the rate of profit* — allowing for differences of sacrifice and 
risk* in different employments — tends, on the average, to be 
simply proportioned to the amount of capital on which it is 
earned, just as the rate of interest does ; without feeling willed 
upon to explain how the employers' “wages of superintendence” 
come to vary precisely in the same ratio as the capital superin- 
tended.’ For, as I have briefly argued in a previous chapter*, 
this latter result certainly does not follow as an immediate and 
obvious deduction from the hypothesis of unrestricted industrial 
competition. On the other hand, it does follow from that 
hypothesis, that if this proportion between employers' earnings 
and capital is really maintained, it must either be (1) because 
the trouble and anxiety of management increase in exact pro- 
portion to the amount of capital managed ; or (2) because, in the 
competition of employers for the profits of business, the owners 
of large capitals enjoy some special tid vantages. The former of 
these causes can hardly be regarded as adequate to produce the 
effect. In trade, for instance, it seems no more trouble to order 

* My attention was first drawn to this point by Mr F. A. Walker’s 
excellent book on ** Wages.” 

^ It may be worth while to point oat, with Mr Macleod, that throaghout this 
discussion, **rate of profit” must be understood to mean '*rate of profit earned 

** within a given period of time,” not **ntte of profit earned on each transaction.” 

* When we are considering what average profits generally tend to amoant to, 
the element of **indenmity for risk” disappears. 

* See page 201. 
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£2000 worth of sugar than to order £1000 worth ; and though 
it is more troublesome to manage a large factory than one half 
the size, it can hardly be twice as troublesome. It may be said, 
however, that the personal sacrifice which a capitalist makes 
in enduring the labour and worry of business increases with 
the size of his capital, and the extent of the opportunities 
consequently open to him of enjoying life without working. 
And this is perhaps true, so far as we estimate sacrifice merely 
relatively to the individual who makes it : no doubt a certain 
number of large capitalists prefer to live on interest alone rather 
than increase their income by labour, and we may assume that 
a somewhat larger numlxir would make this choice, if the addi- 
tional income obtainable by labour were materially reduced. 
But this is not in itself a suffieient reiison why fi*ee competition 
should provide large capitalists with the t^xtra. wages of manage- 
ment necessaiy to induce them to work; since, as we befoi*e 
noted, the competitive remuneration of any kind of labour does 
not tend to include compensation for the extra aversion felt to it 
by some of the labourers, except so far as such compensation is 
required to obtain the whole amount of the labour in question 
that s^xjiety is willing to buy, even at the mised price. If 
large capitalists withdrew from business, because their average 
wages of management were insuflicient to induce them to work, 
they must still leave their capital to be employed in some way, 
in order to get their interest; and though their withdrawal 
might, by increasing the supply of capital offered for loan or 
joint-stock investment, temponmly lower intei'est and, therefore, 
increase wages of management, thei'c seems no reason why this 
latter rise should be permanent, supposing that an adequate 
supply of equally good managers is obtainable at the lower rate 
of remuneration which the discontented capitalists were getting. 
Hence if the strict proportion of employers* earnings to capital 
employed is, on the average, approximately realised, it must be 
on the second of the grmmds above mentioned: the large 
capitalist must have special advantages in the competition of 
men of business which somehow enable him to sell his services 
to industry at a price graduated in proportion to the magnitude 
of his business. Let us examine how far, and in what way, this 
is likely to be the case. 

In the first place, it is obvious that the employer’s wages 
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of management will be proportioned to his capital so far as the 
pecuniary cost of production to the employer, in any branch of 
industiy, does not vary materially with the scale of production : 
since, under free competition, the market-price of the product 
must be the same — assuming that there is no difference of quality 
— however it may have been produced. We cannot, however, 
assume generally that cost of production is approximately the 
same for small and large employers alike; e.g., we have seen’ 
that in certjiin kinds of agriculture, where much is gained by 
minute and vigilant tendence, the small j)roducer is commonly 
thought to have a decided advantage : so far, then, as this is 
the case, we may assume that the small employer will earn a 
higher rate of profit (per cent, of capitiil) than the employer 
who uses more cjipital. So, again, if retail tnide is more 
effectively carried on in small shops, the retail trader will tend 
to receive a proportionally larger annual profit on his cayjital 
than the wholesale trader — independently of any additional 
profit on ejieh tranfwiction, that may be necessary to compensate 
for the less rapid turn-over. The question, then, is why self- 
interest does not in the long run prevent business from being 
conducted on a small scale, except when it is economicjally ad- 
vantjigeouB ; why the small capitalist does not either (1) become 
a large employer by borrowing money, or (2) unite his capital 
with that of other small owners, and become a shareholder in 
a joint-stock conqiany. 

It is easy, however, to see that the first of these expedients 
can only be adopted to a limited extent. The owner of a small 
capital cannot ordinarily borrow beyond a small amount, except 
at an unremunerative rate ; his whole capital being exposed to 
the risks of business, he cannot give adequate security to the 
lender. Hence the owners of liirge capitals are pju-tially exempt 
from the competition of smaller capitalists in the management 
of private businesses on a large scale; from causes similar to 
those which, as we have just seen, partially exempt each of the 
different grades of labour from the competition of the grade 
below. It is true this exemption can only be partial, in a 
society with an abundant supply of capital continually available, 
and an active competition for customers on the part of banks 


’ Book 1 . c. iv. § 7, pp. 116, 117. 
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and other lenders. In such societies, as Mr Walker says, if 
a small capitalist has a ** genius for business, want of capital is 
“ not likely to keep him under.” A man who as manager for 
another, or as employer on a small scale, has given conspicuous 
evidence of skill, prudence, and probity, will be able to borrow 
gradually increasing amounts of money ; so that, by the augmen- ' 
tation of both his own and his borrowed capital, he may end by 
rivalling the largest producers. But such men are likely to 
be rare, no less than persons who start with large capitals; 
hence either class will tend, so long os industiy is organised in 
private businesses, to obtain for his services what in a certain 
sense may be called a scarcity price : i.c., a rate of “ wages of 
“ management” which would be lowered if large capit^ils (or men 
with a genius for business) became more numerous, other things 
remaining the same. 

But why then — it may be asked — do not large capitals under 
one management become more numerous by the association of 
small ciipitals into joint-stocks, for carrying on production on 
a large scale ? In the first place, even supposing the rate of 
profit to be strictly proportioned to the capital employed, it is 
quite jK)ssible that the wages of management even of the com- 
paratively small capitalist may be higher than the remuneration 
he would obtain for his labour in any other career; and that 
consequently there may not be a sufficient amount of capital 
owned by non-employers to offer, when aggregated into joint- 
stocks, a formidable competition to the large private employers. 
Where this is not the case, where, as in our own society at the 
present day, the annual savings of professional men and others 
supply continually a large stream of capital that has to be 
managed by persons who do not own it, there can, I think, 
be no doubt that the competition of joint-stock companies 
does tend somewhat to reduce the rate of profit of private 
employers. Still, this tendency is strictly limited. For, firstly, 
assuming the two modes of management to be equally effective 
and economical, the private capitalist would still have an ad- 
vantage, as he would avoid the trouble and expense generally 
involved in collecting the capital of a joint-stock company. 
And secondly — what is more important — the private employer 
has the economic advantage of being impelled by a stronger 
stimulus to exertion than the manager or directors of a 
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company; for “no contrivance that has yet been invented can 
“ supply the place of the feeling that the workman is labouring 
“not for another but for himself.”* On these grounds, other 
things being the same, a man of sufficient business talents to 
obtain employment as the manager of a company is likely to 
neam, on the average, a higher rate of remuneration if he is the 
owner of the capital he employs than if he is a hired manager ; 
though his advantage varies very much with the nature of the 
business, being (as Adam Smith observed) less in proportion 
as a business is simple and can be reduced to “ what is called 
“ a routine.” 

Nor has it yet been shewn that this advantage can be 
materially diminished through the adoption of the principle of 
“ Co-operative Production ” or Industrial Partnership, by which 
each employee in a business has a sharc of the profits allotted 
to him. It is true that by this means that part of the employer’s 
function, which consists in superintendence or overlooking, 
may be partly rendered superfluous through the pecuniary 
concern that each has in the efficiency of his o^ work, and 
still more through the concern that all have in the efficiency 
of the work of each. But, generally speaking, the more im- 
portant part of the work of management consists in organising 
and directing the ojierations of a business considered as a whole, 
— e.g,, in the case of a manufacturer, settling what is to be made 
and in what manner, where materials, raw and auxiliary, are to 
be bought, when finished products are to be sold, &c., &c., — and 
in distributing functions among the workers employed in the 
business. This work cannot be superseded or reduced by in- 
dustrial partnership; and it is even liable to be made more 
difficult; since the secrecy necessary to the success of many 
operations of business is liable to arouse jealousies and sus- 
picions among the workers who are to share the profits. 

It seems, therefore, that industrial competition does not 
necessarily tend to prevent the services of large capitalists who 
engage in business from being remunerated at a rate consider- 
ably higher than that obtainable by similar labour on the part 
of employers who own smaller capitals. And that this result 
is actually produced in England and similar countries at the 


^ Hearn’s Plutology, o. ziii. § 9. 
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present time may be inferred with a high degree of probability 
from the general unquestioning acceptance of the traditional 
economic doctrine, that employers* earnings, as well as interest, 
tend to be proportioned to amount of capital employed. I know, 
however, no adequate ground for regarding this generally ac- 
cepted proposition as at all a close approximation to actual &ct.^ 
It is, no doubt, a natural inference from the fact that large and 
small businesses exist prosperously side by side in the same 
industry, assuming that the respective economic advantages 
of the diflferent scales of production are fiiirly balanced. But 
in many cases this assumption would be unwarranted; and 
even where it is legitimate, the inference that the rate of profit 
per cent of capitiil is uniform overlooks, 1 conceive, the real 
nature of the source of income which I have several times 
spoken of as “Business Connexion.*’ On the averagti, a large 
capitiilist cannot obtain a large business by merely investing 
his money in certain kinds of real capital ; he ctin only obtain 
it gradually as his comiexion extends; and, therefore, when 
obtained, a certjiin portion, of the surjJus income derived from 
his business, after subtracting interest on his material capital, 
is not properly remuneration for present work, but interest on 
the outlay of labour or wealth made during the earlier years of 
the business. I may observe further that in the important 
case of agriculture the received economic doctrine regards an 
employer as tending under competition to obtain “ordinary 
“ profit ” not on the whole amount of cjipital used by him, but 
only on a certain p)rtion: for the farmer uses, besides his 
own capital, a certain amount of capital belonging to his land- 
lord ; yet he is never supposed to obtain any considerable wages 
of management for this latter, but only to get ordinary profit 
on his own or borrowed capital. And it seems on general 
grounds improbable that an employer tends to earn equal profit 
on all parts of the capital employed by him, wherever the 
trouble of managing different parts of the capital is materially ‘ 
different. 

To sum up : a portion of the fund which, in the preceding 
chapter, we regarded as the share of labour in the aggregate 
has been found on closer examination to be really interest on 
personal capital, by which the wages of various kinds of skilled 
labour tend to be increased by an amount proportioned, on the 
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average, to the expense of time and money ordinarily needed 
for the acquisition of the skill. As regards the division of the 
remainder, industrial competition tends to equalise the shares 
obtained by ordinary labourers in different callings, provided 
they are not materially unequal either in natural qualifications 
gr in respect of the amounts of capital possessed by themselves 
or their parents, except so far as differences in wages are com- 
pensatory for differences in the sacrifices entailed by different 
employments, or in the unpurchased advantages incident to 
them. But the possessors of capital, real and 2)ersonal, as well 
as persons endowed with rare natursil gifts, are likely to have — 
by retison of their limited numbers — important advantages in 
the competition that determines relative wages ; in consequence 
of which the remuneration of such persons may — and in England 
often does — exceed the wages of ordinjuy labour by tin amount 
considerably larger than is required to com2>en8{ite them for 
additional outlay or other sacrifices; such excess tending to 
increase as the amount of capital owned by any indiiidual 
increases, but in a ratio not pi-ecisely determinable by general 
considenitions. 


s. P. E. 
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CHAPTER X. 

M0N01»0LY AND COMBINATION. 

§ 1. THE efifects of Combination in increasing profits and 
wages have attracted much attention in recent years, owing 
partly to the action of Trades-Unions, partly to the large gains 
made by successful combinations of merchants for the tem- 
porary monopoly of some indispensable or keenly demanded 
pro^iuct. Such combinations, when manifest and manifestly 
profitable, have commonly excited dislike, Jis the gain accniing 
from them is primd /(wie obfeiined at the expense of the rest of 
the community, and frequently with some loss to the commu- 
nity as a whole : and in the pirticular case of Trades-Unions, 
some writers have spoken of them as “interferences with the 
“ laws of Political Economy.” But if this phnise is intended to 
denote the laws investigated by economic science, the statement 
appears manifestly incorrect. The price of a monopolised article 
has its own economic laws, and can in most cases be theoretically 
determined on the h 3 qjothesis that every individual concerned 
intelligently seeks his private pecuniary interest, no less than 
the price of an article sold by competing de^ilers : and the only 
effect^ of a Trade-Union or any other Combination is to bring 
the supply of the commodity of which the sellers combine under 
the conditions of a more or less perfect monopoly. 

Hence — though I have followed usage in conceiving fred 
comj)etition to exclude combination — it seems desirable, in 
working out the consequences of the general assumptions on 
which the theory of competitive distribution proceeds, to include 
an investigation of the conditions under which self-interest will 

^ Provided, of course, that the combiners attain their end by purely peaceful 
and legal means. 
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prompt to combination, and of the extent of gain which the 
persons combining may realise. In the present chapter, then, 
1 shall be especially concerned to trace out the economic eiSects 
of this kind of combination, regarding it merely as one m(xle of 
constituting monopoly: and I shall suppose here, as in the 
preceding chapters, that neither party in any exchange is 
restrained in the pursuit of its own interests by any regard 
to the interests of the other party. I do not here consider how 
far this supposition has been actually realised in the operations 
of Trades-Unions for the purpose of raising or keeping up 
wages, or in those of the counter-combinations of employers 
which have at various times and places kept down wages. Nor, 
again, do I consider here how far it represents a right principle 
of conduct, or one conducive to the economic wellbeing of the 
community. This latter is a question to which our attention 
will be drawn in the course of the next Book. 

In a j)receding chapter I have briefly explained the general 
determination of the price of a monopolised commodity, in the 
case of material products ; and the view there given hiis no less 
application to the cjise in which the commodity sold is labour 
me^ured by time. The monopolist, so far as he aims singly at 
his own pecuniary interest, will endeavour to sell the precise 
amount which will yield him the maximum net profit, after 
defra 3 dng the expenses of production. We may fissume gene- 
rally, that, in order that a monopoly may i)e a source of gain, 
the amount sold — within a certain time — must be somewhat 
less than it would be if there were no monoj)oly’ ; for otherwise, 
whatever extra profit the monopolist may make by the high 
j)rice of his commodity cannot be strictly attributed to the 
monopoly, since the price would have tended to be the same if 
the supply had been in the hands of a number of seller’s com- 
peting freely. The restriction in amount sold may be brought 
jabout either directly by limiting the amount brought to market, 
or indirectly by keeping up the price. In the latter case the 
restriction may not be intended by the monopolist, and he may 


^ That is, if the price offered for the commodity is not influenced by open 
or tacit combination among the purchasers. As will hereafter be stated, the 
determination of price resulting from a struggle between a combination of 
seUers and a combination of purchasers lies beyond the scope of the theory 
here expounded. 


22—2 
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possibly be even ignorant of its existence ; but according to our 
general assumption as to the relation of Value to Demand, the 
maintenance of a high price of any commodity must ceteris 
paribtis render the amount sold less than it would have been if 
the price had been allowed to fall ; though in the c*ise of neces- 
saries of life, and other commodities of which the demand is 
inelastic, the reduction in sale ma}" sometimes be comparatively 
slight, even for a considerable rise in price. The extent to which 
the restriction of sale has to be carried, in older to i*ealise the 
maximum pi-ofit attainable, depends primarily on the pi-ecise 
extent to which the deiiumd for the commodity varies with 
variations in its price ; and, as was pointed out, it may easily 
happen, in the case of some articles, that several diflfei*ent 
amounts of supply would bring in about the same net profit 
to the monopolist. Again, it has to be observed that (1) mono- 
poly may either be jiennanent (so far as can be foi-eseen), or 
more or less definitely limited in time; and (2) that the supply 
may either be absolutely incapable of being increased — as in 
the case of pictures of a deceased artist — or the monopolist may 
control the indispensable means of increasing it. In this latter 
case he will have to calculate not only the vai iations of demand 
coirespmding to variations of juice, but also the variations of 
cost of production corresjKinding tt> variations in the amount 
sujiplied. 

§ 2. But before w^e proceed to discuss this jiarticular species 
of combination, it will be desirable to obtain a fuller definition 
of the notion of Monopoly — as wx' shall find it convenient to use 
it — and a moni complete view of the diffei-ont modes and degrees 
in which monopoly generally, and espticially monojioly resulting 
from combination, admits of being realised \ 

^ ThronKbout the diBOUssion that followB 1 shall aHSume that the special 
gaios of the monopolist or of the combination of sellers are realised by raising 
the price of the commodity monopolised. 1 ouglit, however, to notice the fac^ 
that — chiefly in the markets for securities — combinations of sellers are some- 
times formed which are designed to have, and actually do have, the opposite 
effect of lowering the price of the commodity sold. 

The motive for forming such combinations is the hope of gaining ultimately, 
by purchasing at the lowered prices, considerably more than is lost by the sales 
that force the price down. There would, however, be no reasonable prospect of 
realising this hope, except by accident, if such sales produced no further fall in 
piicc than that which resulted directly from the Increase of supply by the com- 
bining speculators : since, ceteri» parihwf, their purchases would tend to raise the 
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In treating of Monopoly in chapter ii., I denoted by the word 
the control exercised by an individual seller or combination of 
sellers over a commodity that no one else can bring to market. 
Here, however, it is convenient to use the term more widely. 
In the first place, it is convenient to extend it to cases in which 
a person or union of j)ersons — whom, for brevity, I will call 
“the monopolist” — cannot control more than a portion of the 
whole supply of the commcKlity; since such a jyartial control 
may render pt»ssible and profitable an artificial rise in the 
price of the commodity, even though the remainder is supplied 
by several sellers freely competing; if only the proportion 
controlhHl is so large that its withdrawal would cause a serious 
scarcity, and thus considenibly raise the comjietitively deter- 
mined value of the uncontrolled remainder. Such a j)artial 
monoiMily confers, of course, only a limited jMjwer of niising the 
price of the commodity controlled ; the limit of possibhj c‘leva- 
tion being fixed somewhere below the price to which scarcity 
would raise the unrnonojiolised su])ply, if the irionopolised 
jjortion were withdrawn from the m{U*ket^ Further, if the 
commodity is one thjit am btj prcKluced in unlimited quantities, 
such a partial monopoly can only be effective temporarily, and 
only so far as purchasers of the commodity cannot j)ost])one 
their purchjises without serious loss or inconvenience. And 
where the monopolist produces as well as sells the commodity, 
he will have to take into account the future loss likely to 
result to him from the stimulus given by the rise in price to 
the production beyond his control; unless he can reckon on 

price again in preeiKely the same proportion ae tlieir salen had deprensed it. 
The reason why kucIi ojHiratioiiH ure profitable lien in the imitative proceedings 
of other persone holding the name securitieH, who infer from the salen that the 
stock is expt'Oted to fall further, and therefore are induced to sell their own 
stock, in order to avoid the further fall, instead of buying. A nimilar ex- 
planation applies, mutatis mutandh, to the parallel caae in which combinations 
^of buyers are sncccssfully made with the view of raising prices. 

Such operations are of doubtful legitim,i.cy, even according to the ordinary 
standard of commercial morality: since the speculators do not merely expect 
to profit by the mistakes of others, but by mistakes that they have themselves 
intentionally caused. I have not, therefore, thought it necessary to give them 
more than this passing notice. 

^ In the above reasoning it is assumed that the other sellei's do not enter 
into the kind of tacit combination with the monopolist of which I shall speak 
presently. In practice they would, under certain circumstances, be very likely 
to do this to some extent. 
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vdthdrawing his capital from the business without loss, before 
this stimulus has so much increased supply as to render it 
impossible for him to sell his own produce even at an ordinarily 
remunerative price. 

Secondly, even where the control exercised by the monopolist 
extends over the whole supply of his commodity available at 
any particular time, we may still distinguish different degrees 
of completeness in the monopoly. Thus (1) the monopoly may 
be — so far as can be foreseen — indestructible, either perma- 
nently or for a certain determinate period : that is, it may be 
impossible to obtain the commodity in question at all, except 
from the monopolist. An artist or author of repute enjoys 
a monopoly of this degree; as also do the holders of certain 
patents and proprietors of springs or vineyards recognised as 
unique in quality. Or (2) the monopolj- may be merely secured 
by the prospective unprofitableness of the outlay of wealth 
or labour (or both) that would be required to provide the com- 
modity from other sources; whether such outlay were under- 
taken by an association of the consumers of the monopolised 
commodity, or as an ordinarj^ business venture on the part of 
other persons. In case (2) the monopolist's calculations will be 
more complicated than in case (1 ); since he will not only have to 
consider the law of the demand for his commodity, but also to 
calculate how far any rise in his charges may seriously increase 
the danger of an attempt to break down the monojx)ly. And 
it will often be prudent for him to keep his price well below the 
point at which this danger becomes formidable, especially when 
he has much capital — jjersonal or non-personal — invested in his 
business : since an attack on his monopoly, even when it does 
not turn out profitable to the undertakers, may easily have the 
effect of not only annihilating his extra gains, but even reducing 
the returns to his capital considerably below the average. This 
second degree of monopoly often results fi:x)m the occupation of 
a limited department of industry, in which production on a large 
scale is necessary or highly expedient, by a single large firm or 
joint-stock company, or a few such firms or companies acting in 
combination. 

Thirdly, it will be convenient to extend the term “ monopoly” 
to include the case where it is in the power of a combination of 
buyers— or a single wealthy buyer — to control the price and 



CHAP. X 


MONOPOLY AND COMBINATION 


843 


extent of sale of a certain commodity. In speaking of this as 
a case of " buyers* monopoly,** we are not, of course, to be under- 
stood as implying that the whole medium of exchange in any 
community is under a single control. All that is required, to 
make such a monopoly practically complete, is that a single 
individual or combination may furnish the only effective demand 
for some particular commodity: t.c., that no one else may be 
willing to pay anything for it. Under these circumstances, 
if the commodity is supplied by several persons competing 
freely, the buyers* monopoly may obviously exercise a control 
over the price substantially similar in kind and degree — though 
of course opposite in direction — to that exercised by a seiler*s 
monopoly. If the purchaser has not to consider future needs, 
and if the product cannot be kept, or if the prospect of selling 
it is not likely to hiiprove, the purchaser’s power of profitably 
reducing the price is not definitely limited except by the utility 
of the commodity to the seller — allowing for any disadvantage 
that may result to the latter in future transactions from the 
precedent of a low price. More ordinarily the purchiiser’s need 
will be continuous or recurrent; and in this case his reduction 
of price will be checked by the danger of ultimate loss through 
the diminution of future supply which the lowered price may be 
expected to cause. 

It should be said that, generally speaking, a combination of 
buyers will be more diflicult to establish and maintain than 
a combination of sellers, since buyers ai-e likely to be both 
more numerous and morc dispersed. But there are important 
exceptions to this rule. For instance, the wholesiile merchants 
who deal in a particular product will generally be less 
numerous than the producers from whom they buy. And it is 
probable that combinations of such dealera to keep down the 
prices paid by them to producer have often been successfully 
effected, especially in early stages of commercial development. 
When, however, producers as well as merchants belong to a 
community commercially advanced, such a monopoly of mer- 
chant buyers will be rather hard to maintain long, owing to the 
ease and rapidity with which ctipital can be turned into any 
branch of wholesale dealing^ 

^ It may be obnerved that such a oombination of dealers may exercise 
monopoly — in the extended sense above proposed — on two sides; in relation 
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There would generally be somewhat less difficulty in main- 
taining a combination of farmers or manufacturers to reduce 
(or keep low) the price of the labour employed by them, — 
supposing that the labourers did not form a counter-combina- 
tion. In this case, if we assume industrial competition so 
perfect, that labourers can and will change their residence and 
employment when it is perceptibly their interest to do so, the 
highest limit of the employers* possible gain through combina- 
tion would tend to be fixed by the point at which the correspond- 
ing loss to the labourers would outweigh the disadvantages, 
pecuniaiy and sentimental, of migrating to some district beyond 
the reach of the combination, or the loss of acquired skill 
involved in change of work: but so far as the employers are 
interested in the future i*etums of their industry, they will 
further avoid reducing wages so low as to drive the rising 
generation to other emplo}nments. In proportion, however, as 
the habits of the labourers, or the limitations of their intelli- 
gence or of their resources, operate as a bar to change of phice 
or emplo3mient, the limit of the employers* possible gains through 
combination is obviously extended ; since, supposing such 
change excluded, this limit would only be fixed, so far as the 
present supply of labour alone is concerned, by the amount of 
necessaries required to keep the labourers in fair working con- 
dition’ ; while so far as future supply is taken into jvccount, it 
would similarly be fixed by the mte of real wages which will 
enable and induce the laboureiB to re«ir a sufficient supply of 
future labourers. 

So far we have supposed that the monopoly, whether of 
sellers or of buyers, is not met by a counter-monopoly. But 

both to the producers from whom they purchase and to t]ie persons to whom 
they sell. 

’ **Fair working condition*' is a somewhat vague phrase; but it is ratlier 
difficult to say how far an employer's self-interest will prompt him to add to his 
labourers’ wages, when such additions, if properly spent, would increase the 
efficiency of the labourers themselves or of their children. If the employer could 
make sure that the extra wages would be properly spent, and that he would be 
able to purchase at his own price the improved labour, self-interest would 
obviously prompt him to give his labourers such wages as would make the 
excess of value of the results of their labour over what they consume (allowing 
for interest on the latter) as great as possible. But it will be only under special 
circumstances that he can feel even approximately sure on these points. See 
c. viii. § 1. 
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when an advantageous monopoly of either kind has been brought 
about by combination, it is privnd facie the interest of the 
other parties to the exchanges in question to form, if possible, a 
counter-combination. In this case the detennination of the 
ratio of exchange between the two monopolies becomes an 
entirely different question, only partially within the range of 
economic science. Accordingly I defer the consideration of it 
till we have more completely examined the eflTects of one-sided 
monopoly. 

§ 3. The points that we have hitherto discussed are such as 
belong to monopoly generally, when considered frrjm an abstract 
point of view ; though in practice some of them are not likely 
to arise, except in the c^ise of combinations. Let us now j)aas 
to consider some chanu^teristics that are theoreticjilly found only 
in this latter wise. 

In the first place, it is important to observe that a com- 
bination, however effectively it may restrict the supply of the 
commodity monoiKilised, will yet not Ik* able to count on main- 
tiiining pennanently the avemge earnings of the members of 
the combination jxjrcc'ptibly above the average (‘amings ob- 
tiiinable by }K*rsoTis of the same industrial grade in other 
employments imposing no gn?ater s^icrifices and requiring no 
scarcer qualifications, unless the number of the combining 
pereons is also limited artificially. If entnince to the com- 
bination is left perfectly free, the ultimate effect of limiting the 
supply of the monopolised commodity will tend to be only a 
change in the mode in which competition may be (expected to 
mluce the earnings of the combining persons; instead of 
bringing down prices, competition will in this erase merely lend 
to deertiase the avenge amount of business or employment 
that the combining persons are able to obtain. 

Secondly, we have to take note of the vari(Mis ways in which 
^ the interests of the combiners in the aggregate may be related 
to the private interests of individuals among them. From the 
point of view of geiienl theoiy. Combination presents itself 
primarily as a consequence of the unconstrained pursuit of 
private pecuniary interest by ejwih individual who combines; 
but even wht'.re this is the case, and where e.-ich may expect to 
gain if all keep their compact to restrict supply, the shiire of 
the gain of the monopoly accniing to any one niembtir of the 
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combination within a given period may be materially less than 
what he might obtain by increasing his own supply in violation 
of the compact; especially if such violation can be kept for 
some time secret. In such cases it may be necessary for the 
combination not only to provide against open violation of its 
rules by substantial pecuniary penalties, or strong social sane- 
tions; but also to take precautions against secret evasion of 
rules. And such provision will, of course, have to be still more 
stringent, when — as is often the case in practice — the com- 
bination generally profitable to a given class of labourers has 
been only joined reluctantly by some individual members of 
the class ; either (1) because they have special reason to dread 
the initial loss caused by the artificial restriction of supply 
or the sacrifices which a struggle between opposing combinations 
would entail ; or (2) because the regulations necessary to ensure 
the canying out of the combination— of which I shall 8i)eak 
presently — are specially disadvantageous to them. 

The consideration of social sanctions for the maintenance 
of a combined monopoly lesuls me to observe that besides the 
express combinations which we have hitherto had in view, in 
which resolutions are formally taken by a whole body of com- 
bining ])ersons or by a council representing and ol)eyed by the 
whole body, similar results may be to some extent produced 
by more informal communications; or even without any com- 
munication, through the acquaintance that each member of the 
class has with the sentiments and habits of action of the rest. 
Such tacit combinations, indeed, are hardly likely to be effec- 
tive for the attainment of a rise in the price of the commodity 
exchanged ; except, perhaps, where such a general rise is ob- 
viously necessaiy to prevent a definite loss to the whole class, 
in consequence of some change of circumstances. But where 
the price of any product or service has acquired a certain 
stability through custom, the resistaiice which the mere via ^ 
inertiae of custom would present to any economic forces oj)era- 
ting to lower such price is likely to be considerably strengthened 
by the consciousness of each seller of the commodity that other 
sellers will recognise their common interest in maintaining the 
price, and that substantial social penalties are likely to be 
inflicted upon any one who undersells the rest. It is in this 
way, for instance, that the customary fees for professional 
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services, and the prices charged by retail traders, are sometimes 
maintamed above the rate to which a perfectly open competition 
would reduce them\ 

In order to see more fully the effects of this necessity of 
imposing sanctions for the maintenance of monopoly resulting 
from combination, let us examine more in detail the steps 
which the holder of a monopoly will have to take, in order to 
realise the maximum of possible gain. When the monopoly is 
complete, it obviously confers the power of fixing exactly both 
the amount md the price of the commodity supplied within 
any given time. But from the difficulty of forecasting the 
demand exactly, it can rarely be most profitable to do this — 
except for very short periods, determined by the custom of the 
trade and the convenience of purchasers. And such a course 
will generally be still less expedient, where the uionopolLst has 
not complete contix)! of the market. Thus an individual mono- 
polist who vdshes to approximate as nearly as is ])r«icticable to 
the possible maximum of gain, will in most cases find it best to 
leave the actual total of his receipts to be detennined within 
certain limits by the demand; either (1) fixing the price and 
letting the amount sold vary with the state of the market, or (2) 
fixing the amount to be sold and letting the price vaiy — so long 
as the variations are not very great. Which of the two courses 
he will adopt mil depend a good deal on the nature of his busi- 
ness ; which may be such as to render either frequent changes 
in amount supplied, or frequent changes in price, especially 
inconvenient. But ceteris paHhus he will probably prefer to 
effect the limitation of his supply indirectly, by keeping up the 
price, so that the sacrifice of his customers’ interests to his own 
may be less palpable and offensive. When, however, the mono- 
poly results from combination, another considemtion may smne- 
times determine the choice between the two alternatives; namely, 
the respective &cilities that either affords for practically holding 

' The actual extent of the operation of these unavuwed, and more or less 
tacit, combinations is, from the nature of the case, veiy diflicult to ascertain. 
Hence the mistake may easily be made of attributing to **free competition*' un- 
favourable effects on wages which are really due to combinations of this kind on 
the part of employers. And 1 am inclined to think that this mistake has some- 
times been made by students of economic history, in dealing with states of 
society iu which custom has ceased to determine wages, while yet manual 
labourers generally have not learnt to combine. 
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individual members of the combination to their compact. An 
agreement as to price would seem to be ordinarily both the 
simplest and the easiest to enforce. In some cases, however, 
though a direct reduction of price is easy to detect and pro- 
hibit, it is more difficult to secure that none of the combining 
suppliers shall attract customers by indirect concessions, equi- 
valent to a reduction of pric«. On these and other grounds 
it has sometimes been found more effective to limit the amount 
supplied by each seller, leaving the price to be regulated by the 
demand*. 

The method by which Trades-Unions, and other combina- 
tions of labourers, have ende.avoured to increase the coamings of 
their members has been mainly that of fixing a price for their 
labour. To a smaller extent, however, they have also adopted 
measures tending to restrict the amount of the labour that they 
control. Thus (1) they have sought to impose restrictions on 
the number of apprentices taken on by the employers, and 
(2) they have aimed at reducing the ordinary amount of hours 
of each week’s (or day s) work of the labourers ; such reduction, 
however, has in some crises been not much more than a parti- 
cular mode of fixing the price of labour, as there has been no 
regulation prohibiting work beyond the normal time, and such 
work has in fact been common. In any case it is evident that 
a Union open to all properly qualified workmen in any trade 
must in some way limit the number of those entering the 
trade, in order to secure permanently for its average members 
wages known to be higher on the whole than those earned in 
similar industries of the sjirae grade. Otherwise, though the 
rate of wages paid to any one in actual employment might be 
maintained, the average wages earned from year to year would 
tend to be gradually reduced by an increase in the number of 
workmen out of employment, until the advantages of the higher 
price of labour were lost**. 

^ Thus, for instance, great coal companies have at varions times bonnd 

themselves to one another under pecuniary penalties not to exceed a certain out- 
put, which is fixcfl from time to time by a central committee*’ {Economics of 
Industry, p. 182). 

3 It may be observed that actually Trades>Unions are not merely associations 
for procuring to their members the Ijighest possible return for their labour, but 
also aim at providing mntnal assurance for their members by means of peou- 
niaiy assistance, against the loss caused by want of employment. The ‘*ont of 
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Hitherto we have not expressly considered the case of several 
products different in quality, under the control of the same 
monopolist. Where such differences are clearly defined, this 
plurality does not present any new economic problem, as the 
monopoly value of each sepanite quality of product may ob- 
viously be determined separately. But, in the cjise of labour, 
differences of quality are fixjquently not markt;d off by such 
definite and unmistakeable characteristics as would render it 
easy to frame a tarift* of wages accurately corresj)onding to 
them; and especially where the processes of work perfonned 
arc the same, and only the manner of performing them varies, 
it would be very difficult for an aggi‘egate of workers varying 
in efficiency to agi-ee uikui such a tariff. One way out of this 
difficulty, which is that commonly taken by Tnules- Unions, 
is to fix a minimum rate, below which the onlinarily skilled 
craftsmen in the tnide aiv not to accept empIcnTuent*. 

§ 4. Let us now inquire under what conditioas of supply 
and demand it will be possible for a combination of labourers 
to raise their average earnings by an opportune increase of the 
price charged for their labour. In this inquirv', however, I do 
not proj)ose to take into siccount the loss that may Ixi incurred 
through strikes, or any exjHJnsc involved in carrying on the 
work of combination: since it C4in hardly be the interest of 
employers to run the risk of a strike, unless either they 
combine, or a single business is so large relatively to the par- 
ticular combination of labourers tis to enjoy a pai*tial “ buyers’ 

‘*work pay” thus provided is, liowever, considerably lesR than tlie lowest waf^s 
earned by an ordinary worker in the trade. Hence any aildition to ai'innal 
wages secured by such a Union, if admission to the trade were practically mire- 
stricted, would be liable to be diminished in two ways ; partly* by the increased 
contribution that would be required from all members, to in sure effectively 
against want of employment ; and partly by the increased number of days 
during which each workman, on the average, would have to content himself 
with the ont of work pay. If, as I am informed, no such effects as these 
have been observed in the case of Trades-Unions which do not practically 
restrict entrance into their trades, I should be disposed to infer that no such 
Uuion has as yet raised 'the net advantages obtainable by its members above 
those obtainable in other industries that are on the same level as regards 
the outlay and the natural qualiffcatious w'liich they require — or at least 
that it has not done this to an extent generally perceptible for any considerable 
period. 

^ This rate is frequently different in different localities. Cf. Howell, Capital 
and Labour, o. iv. § 40. 
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“ monopoly ” ; and we have not yet come to consider the terms 
of exchange between two opposing monopolies. 

Putting strikes, then, out of the question, we may say 
generally that the combining labourers will gain by raising the 
rate at which they consent to sell their labour, so long as this 
does not cause the demand for their labour to fall off so much 
as to reduce the total amount spent in purchasing it. Such 
a fall in demand may (1) be expected to occur rapidly, if an 
adequate substitute for the monopolised labour can be obtained 
from other sources, at a cheaper rate (all things considered) 
than that fixed by the Union: this contingency, however, it 
will be not difficult to exclude temporarily, if the combination 
comprises the majority, or even a large minority, of the labourers 
in the countn% trained to perform the processes of the particular 
industry : provided the rise in wages demanded be kept within 
such limits that the lal>our controlled by the Union is still 
cheaper, considering its superior quality, than any other labour 
which the employei’s are able to draw from other industries, or 
import from other countries^ But (2) even if this contingency 
be excluded, the fall in the demand for the monoj)oli8ed labour 
may be expected to occur, though more gradually, through the 
defection of employers, if the averagti profits of the latter are 
reduced by the rise in wages perceptibly below the profits 
obtiiinable on equal amounts of capital in other industries. 
Then^ are, however, several wises in which this effect is, 
either permanently or temporarily, unlikely to (Xiciir to any 
imj^rtant extent: as (o) if the employers, being wholly or 
partially exempt from competition, wore previously able to 
make profits in excess of the normal rate ; or (b) if, apart frt)m 
the rise in wages, they would be in a pf)sition to do so tem- 
porarily owing to a simultaneous rise in the price of their 
commodity thrf»ugh intensification of the demand, or to a fall 
in its cost of production through invention, cheapening of ^ 

^ In the case of labour imported from (nominally) the same industry in other 
countries we have to consider not merely the actual cost of carriage, the expense 
incurred in procuring the labourers by advertisements, agents, ^o., and the extra 
remuneration required tocompensate for expatriation ; but also the extent to which 
they will be inexpert in the methods and processes of the industry as practised in 
the country to which they are brought; and further, where the languages are 
different, the cost of interpreters, and the loss occasioned by inevitable misun- 
derstandings on the part of fellow-labourers and others. Gf. HoweU, o. ix. § 18. 
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material, &c. It is to be observed that in the latter cases, 
an ultimate rise in wages might be expected to occur, even 
if there were no combination of labourers; since the increase 
in employers* profits that would then take place would tend 
to cause an extension of business and an intensified demand 
for the appropriate labour. Still, the gain that would thus 
accnie to the labourers might easily be less on the whole 
(as well as later in time) than the increase in wages obtain- 
able by combination. 

Again, if the commodity sold by the employers is of such 
a kind that an increase in its price tends but slightly to reduce 
the consumers* demand for it, so that the aggregate expenditure 
on the commodity is increased, the additional cost of production 
due to a rise in wages maybe entirely thrown on thi; consumers, 
without any material reduction in the amount produced, or in 
the employers* demand for labour. And this is likely to be the 
Cii.se with iiny commodities which are regarrled by the consumers 
iis indisi»ensable, excejit so far as the employers of the com- 
bining labourei-s are closely pressed in the miirkets which they 
supply by the competition of producei-s who iire uiiiiffi^cted by 
the combination. 

Further, a rise in wages may often be temporarily secured, 
without a corresjKiiiding reducti<»n of business, t*ven though the 
cm])loy(*rs’ jjrofits be thereby reduced considenibly below the 
normal rak*, if their industry is one that uses ii large amount of 
fixed Cii[)ikil. Ft)r in this CJise the emph)yei’s iire often uiiiible 
to diminish their employment of labour materhilly, without 
proportionally reducing the yield on their fixed capital: and 
the loss thus incurred may be greater than that involved in 
paying the higher wages to their full complement of labourers. 
Indeed, in certain circumstjinces — as for instiince, if an employer 
has contractcKl to do a certain amount of work under heavy 
^penalties, or if he has a large sUK*k t)f raw mat(?rial that will 
deteriorate by being kept, or even merely if he is seriously 
afiraid of losing his business connexion — it may be expedient 
for him to continue his production, c;ven if he earns le.ss than 
nothing for his labour and the use of his capibil. But under 
such circumstances the gjiin to the combining labourers can 
obviously be only temporary, the period during which it can last 
being limited in proportion to the severity of the employers* 
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loss: and it is not improbable that the ultimate loss to the 
combining labourers from the diminution of employment may 
decidedly outweigh the immediate gtiin. 

In all the above cases it is possible for a combination of 
workmen to secure, either temporarily or permanently, a rise in 
wages ; while in none of them, except the last, has such gain 
any manifest tendency to be counterbalanced by future loss. 
And it does not appear that these cases ai-e in pnictice very 
exceptional : or that the pro|)osition that a Trade-Union ‘'cannot 
" in the long nin succeed in raising wages” con-esponds even 
approximately to the actual hicts of industrj'. I am not. how- 
ever, aware that any economist of repute has really maintained 
such a pi\)position — whatever may be the case with indiscreet 
disciples. All that Mill and his chief follower have argued 
is, that if one set of labourers obtain an increase of wages in 
this way, there must be a corresponding reduction in the wages 
of other labourem. Even if this were so, there haidly seems 
to be any i*ejison wliy the laboui'ers in any particular industiy, 
supposing them to be '‘economic men” of the ordinary jiattem, 
should be expected to sacrifice their interests to those of cerijiin 
other labourers unknown. Still the conclusion, from the point 
of view of the philanthropist, is so important that it is worth 
while to examine carefully the grounds upon which it is based. 

The doctrine is, in fact, a deduction fi*om that coiuljated in 
chapter viii., under the name of the “ Wages-Fund Theory,” 
according to which the share of hired labour in the aggregate 
was supposed to be "pi-edetermined” in the aggregate bargaining 
between (employing) capitalists and labourers, and therefore as 
incapable of being altered by the successful bargaining of any 
one set of labourers. According to my view of the relation of 
capital to labour, this supi^osition is erroneous. We can, indeed, 
affirm that any increase in the wag(.‘S of hired labour, not 
accompanied by an equal increase in its productiveness, tends 
to be compensated to some extent by a subsequent decrease, so 
far fus it involves a reduction of the rate of interest in the 
countiy; since any such reduction must tend to check the 
supply of capital for home investment, and so ultimately to 
raise interest again, at the expense of wages. But there is no 
reason to suppose that this ulterior loss to hired labourers in the 
aggregate will just counterbalance their previous gain; and 
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there are several ijossible cases in which the above-mentioned 
efifect on interest will either not occur at all, or Ik* slight in 
comparison to the rise in wages. Thus, in the first place, when 
the increase in the remuneration of any class of labourers cjiuses 
a coiTesponding increase in their efficiency, through their being 
more amply supplied with the necessaries of life, the gain of 
these labourers involves no corresponding loss to any other 
cltiss. Again, so far jis any rise in wages diminishes the extra 
pi*ofits which a particular class of employers, having certsiin 
special tidvantages, were previously able to make, the loss 
caused by it tails jjrimarily on the wages of rnanagoirient of 
these employers ; and whatever ultimate effect it may have in 
mincing the rate of interest is not likely to Imj groat in projK)!*- 
tion to its primaiy’ effect. Finally, s«> far as the addition to 
ptirticular wages is entirely or mainly paid by an increase in 
the exchange value of products consumed chiefly by the rich, 
though there will be a consequent loss to Ciipitalists as con- 
sumer, and thus a diminution in the real income deprived from 
capital, there will not, therefore, be any diminution in interest 
r(*garded as a motivi* to iiccum illation. 

In none of these auses, then, does a gain obtained through 
combination by one set of hired labourer tend to cause any- 
thing liki‘ ail efiuivalent h»ss to some othei- hired labourei-s. 
There aiv, no doubt, many other crises in which such loss tends 
to be ultimately considerable, and may outweigh the imme- 
diate gain, from the point of view of labour geiUTally, even if 
we leave the effect of strikes out of account. Thr loss in 
question is produceil not only through reduction of the supply 
of capital for honu; emplo\Tnent, but also in other ways: thus 
(1) an increase in the cost of any particular kind of labMiir, so 
far ixs it Cjxuses a rise in the price* of products consumed by 
other hired labourer, tends to diminish the ival wages of the 
latter; (2) a rise due to combination in thi^ price of the labour 
furnished by a particular class of worki'r will generally be 
Jiccoinpanied by a diminution in the arnouiit of such labour 
employed, and so will tend pro tanto to prevent some actual oi* 
liossible labourei-s of the same class from obtaining sis much 
remuneration as they wouhl otheiwise dt) ; (8) the sixme cause 
tends more indirectly to reduce the demand for other kinds 
of' labour employed either in the siinu' industry, or in other 
s. P. E. 
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industries co-operating directly or indirectly to produce the 
same consumable product. 

So far I have been considering the opemtion of Trades- 
Unions, or other combinations of labourers, in rt*stricting the 
supply of labour either directly or by raising its price. But, 
before concluding this inquiry, it should be observed that 
c<.)mbination8 of workers, avowed or taicit, have sometimes 
sought with more or less success to increjise their earnings 
through an enlargement of the demand foi* th(‘ir work ; 
by enforcing the use of more laborious processes of production 
than are necesssiry for the result desircul by the consumei-s of 
their pi-oducts. Such artificial enlargc^ment of demand is inoi*e 
obviously injurious to society th.in an artificial restriction of 
sujiply ; since the extm labour of which the use is thus enforced 
is, fronj a siKual {K)int of view, paljuibly and undeniably wasted. 
Hence this mode of increasing the aggregate wages of a class 
of workers seems to be rarely Jiilopted in an avowed and un- 
qualified way: that is, the mon** lal)orious ])roeess maintained 
by combination commonly 2 >r<)duces, or is beli(*ved to produce, 
a result somewhat su|K*rior in quality to that which could Iw*. 
obtained by less labour, th<»ugh the difterence in quality by no 
means comj)eusati?s for the additional cost. 

§ »5. In the last two sections we have l)(.‘i‘n engaged in 
analysing the efiects of mono]M»ly resulting from combination, 
when it is what I have* called “one-sided”; i.e?., when it is not 
mot by a counter-combination of the othtT j^art.ies t<» thij 
exchanges in question. But — as I have sjiid — where CA)nibina- 
tion on one side gives the combiniu’s important jmI vantages in 
btirgaining, at the exjKUist^ of those who deal with them, self- 
interest wdll obviously suggest to the latter a ct)unter-combina- 
tion, as a means of escape from their unfavourable position. Tht^ 
question then arises, as t/O the terms on which exchange will tend 
to tjike phice when monojKdy thus meets monojioly, assuming (iis 
we have assumed thnjughout) that the fictum of either paity is 
governed by a single-minded but intelligciut regard to its own 
interests. I do not think that a definite theoreticsil answer avn 
be given to this question — at least ;icconling k> the methtxl 
adopted in the present Book — ^if, as will usually be the case, 
there is a considerable margin between the least favourable 
rates of exchange that it would be the interest of each side 
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respectively to acccipt, if nccessivry, rather than not c<^me to 
terms. We can say that under these conditions it is clearly the 
interest of lK)th to divide this margin in any ])r()portioii, rather 
than not effect tin exchange : but there are no general economic 
considerations that enable us to stiy what jiroportion would be 
cho8(m. fSimilarly we cannot sjiy to what cjxtent or for how 
long it is the interest of either sidt? to suffer loss or incon- 
venience rathcT than accept the tenns offered by the other 
party. It is a trial of endurance, of which the nisults are likely 
to vary ticcording to thi‘ financial anrl other ciixaimstiirices of 
the contending jmi-tiies. 

It is, therefore, only in a }KU'tial and suhonlinati* w.xy that 
Economic Sciimce can offer assisttince in (l(‘aling with the. prfic- 
ticjil problem pi\*st*nted t.o Boanls of* Conciliation or Courts f)f 
Arbitmtion when they atteirijit to aveii, or closi* a controversy 
between einployei*s an<l employed in any industry as to the rate 
of wages. Economic science ciinnc»t profess to det(‘miine th(! 
normal division of th(‘ difference rtunaining, when from the net 
jnxKluce available for wages and profits in any branch of pro- 
diKition we subtmct the minimum shares which it isth(* intiTest 
of eni])loyers and emph>yed rt*s]»ectively to take rather than 
abandon the business and seek i*iiiploynient foi- their labour and 
capital elsewhere*. All that it can do is to guani against 
mistakes in applying any ])rinciple of distribution of the net 
pnxluci^ on which thti two })arties may agi’ee: it can iiuike clear 
what elements of gjiin or loss are tt) b(^ taken into account 
in eariyung out this ])rinci})le in vaiying cii-cunistancos, and 
what weight is to be attJiched to each element. But the 
estjiblishinent of the principle itself lit‘s beyond the scope of 
economic science, as conceived by the pi’eseiit writer. I there- 
fore defer the detailed discussion of this pnicticiilly most im- 
portant problem, until, in the concluding Book, 1 jmiss fi'om 
discussing Distribution as it is oi tends to be to consider 
Distribution as it ought to be. 


23—2 



CHAPTER XL 

TKAXSIENT AM) LOCAL VARIATIONS IN DISTRIIU7TION. 

§ 1. The lnor^^ iinpoi-tfint conclusions reached in the five 
preceding chapters may he broadly summed up iis follows. 

Th<‘ whole produce of the labour and capital em])loyed in 
any country, the whole iiicnmient of its wealth in any given 
year, will be greater or less — other things being the sjunc — 
iic<!Oi*ding to the quantity and efficiency of its labour: while the 
sujiply of labour, in a thickly peopled country, will be materially 
intlm.‘iice<l by the amount of piHwliice pet' head that falls to the 
Labourers; and again the efficiency of the labour will depend 
largely on the amount of aid that it receives from capital, the 
jiccumulation of which is materially influenced by the rate of 
interest. The earnings of labour in the aggregate (including 
the labour of management) may be most conveniently roganle*! 
as consisting of this t.otaI protluce, aftiu* subtracting whatever 
jMiyment hjus to be naide for the use of the ju:cumulated results 
■of ])reviou.s labour and appropriated natural agents. Industrial 
'comi)i‘titioii o]»erates continually, with ceilain qualifications and 
wutliin certiiin limits, to etpialise the sharers in which such 
aggregjite earnings of labour ara divided among the labourers ; 
still, the wages of diffeivnt chiases are charac:ti‘rised by very; 
striking im^jualities which industrial competition has no direct 
tendency to remove. 1'hese inequalities ai-e })artly compensa- 
tory for inequalities of siuu’ifice or outlay undergone either by 
the workei-s themselves or their j)arents ; but, in such a society 
JUS oui-s, they jire likely to be pirtly due to the scjiipity of 
peraons duly (pialified, through their own wealth or their 
l)jin*nts', for the j)erformjince of certain kinds of work. The 
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limitation of numbers m^cessaiy tio this ivsiilt would not, 
however, be maintained, generally speaking, if the .sUn«lard of 
comfort habitual in each of the higher gnwles of s<x;ie<iy did not 
place an effective check upon increiuse of fK)pulation within the 
grade. This check, inoivovtT, may be impoi-tantly aided by 
the attractions which tht* }»rospC‘cts of higher nununeration 
abroad exeixiist* on diftenuit classc‘s of labourei’s : sinci* the 
average n*a) remuner.ition of any chuss c‘an not i\‘main Ixdow 
the real nununemtion which the workc^i’s in ijuestion believe to 
be obt^iinable by thiuii in another countiy, by an amount 
materially iiioiv than .sufficient to com]>ens{i1.e for the ])ro- 
spective co.st and troubli* of obt^iiining it, and the .siicrifices 
involved in ex])atriation, as i‘.stimated bv the ]K*rsons coneemed; 
])rovided that the* outlay required is not .-wlually Ixyond their 
m(‘ans. 

Another Ciiiise of variation in the wag(‘s oi'differvnt kinds of 
labour is the fiu.‘t that cert,ain chusses of jua-son.s f)o.>sess natiinl 
qualities, })hysie^il and intellc‘ctual, which an* .scanre ivlatively 
to the demand for th(*ir labour: and this is, own wmv mani- 
festly, a cause of differences of ivmunemtion among individual 
inembei’s of the .siinu* chus.s. Skill ])ecnliar to a single in- 
dividual reiidei*s its pos.ses.sor a monojMilist of the special com- 
iiiiHlity produced by his .skill; and this monopoly may enablci 
him t<» incix'tusi* his income vctv <*t>nsid«‘rably, if then* be a 
h(;en <lemand for his commodity. Similar advantages, varying 
in extent and duration, may be gain(*d by a combination of 
]K*rsoiis s])ecially skilled. If the labour conti*olled by such a 
combination wen* strictly in<lispensiibl(* to the ]inKluct.ion of 
some strictly indis]Mjnsable comnuKlity, the (combined laboun i’S 
would have it in their pnver to c*xact such a pricte for it as 
would strip the rest of the community of all their siqierfluoiis 
wealth — that is, if wtj cjiii supi)o.se fn'cdoin of (‘xchangt* to be 
^legally rnaintiiined under these lyqiotlietical cin*unist>anccs. 
Practiciiilly such a csise has nevt‘r occriirrcd : even wheni the 
need which the inono})olised labour su])])lies is oni* which must 
be stitisfied, some siibstitutt* can always be found either (1) for 
the labour or (2) for the consumable commodity which it is a 
means of jinxlucing; and this jM).s.sibility of su})stitution fixes a 
limit to the price which the inoiiopolisi‘d labour e^in obtjiin. 

A specially’ nunarkable insttince of inequality in the remune- 
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ration of labour is fumishod by the earnings or wages of manage- 
ment of the employer as such; sinccj such wages tend to increase 
with the amount of capital employed to an extent more than 
proportiom^l t(i the consequent increase in the labour of man- 
agement ; <)wing to thi‘ scarcity of employers individually con- 
trolling large capitals, as compared with the field of employ- 
ment for such capitals, ami to the su]H‘riority, on the average, 
of the work done by an empl«>yer who laboum for himself alone, 
as compared with the managcT of a joint-stmjk com|)any. 

Tuming to the yield of capital itself, we observe that the 
i*(‘tuniH from cei*tain investiin'iits may 1 h» kept above the oi*dinary 
rate of int(.*rest on the original outlay — ^^just as the remuneration 
of laboiu' may — through the operation of monopoly or scarcity. 
A chief cjise of this is thi‘ rent of agricultural land in thickly 
populated countries, which is kept above oitlinary inteii»st on 
the outlay of which its utility is the n‘sult, by tht‘ limitation of 
land (‘(jually available for supplying the same mark(‘ts with 
agricidtural [U'oducts: the excess of yield lK‘ing due |Kirtly to 
tin* natural (pialities of the soil, partly to thi‘ (listributit)n of 
thi‘ ])opulation that jjurchases its pHnluce, In some cases— such 
;is the ground in towns or the ground c<»ntaining rich minenils 
(su]i])osing no outlay t<i have betm incurred in <liscoveririg them) — 
rent is not to any material extent paid for the use of the results 
of labour em])loyed on tlu* land : it is almost wholly to bts 
referred to the approjiriation of a mitural agi^nt scraive relatively 
to the demand for it. The effect of monopoly or scaixiity 
is also e^xhibiteel by tile high elividends often paid on the 
st<K*ks of wate*r-iM»m]»anie's ami gas-companie*s, and otluu* invest- 
imuits which, eithe.r through legal inteiference or tlu; foi*ci‘ e)f 
ciix*.umstance»s, aiv wholly or partially exiaiipt from conqH'tition. 
An analogous extrsi yield, again, is obtaimsl by manuhu*- 
turei’s wlu» use pi‘(H.*i‘.ssi's protectee! from imitation by secrecy 
or le»gal me>nopoly, anel In houses of business that have aii^ 
establishes! coniu*xion : anel though such extra profit may be 
2)re.)pe*rly ii'ganfeel jis interest e»u the results of the labour applii^d 
in inventing ane! iieufecting a new preK‘e*ss or establishing a 
busiue'ss, it is eifteui much in t‘xe;ess of onlinary inteivst eai such 
outlay, when the labeuir has bevii apjilie^d iineler sju^cially favour- 
able seicial or industrial conditions. 

On the* either hanel, the yield e>f capital fully exijeisee! te) 
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coni})ctition, and not capable of being tmnsferred without loss 
fix)m the investment in wliieli it has Iweii placed, ainnot on the 
avenige be higher thtui ordinary intoR^st on the original outlay ; 
and is liable to become indefinitely less than this, thRUigh 
changes in the arts of imlustr)', or in other social conditions. 
Nor is this liability absent, even in the ciise of cai)itiil partly 
exi'mpt from competition. 

Current interest, or the jirice obtaiiU‘d for the use of ca})ital 
continually available for m^w investnu‘nt, tends to be approxi- 
mately the same for equal amounts of such capital invested for 
e(pial periiKls, allowance being ma<le for diffiireiices in the 
security of different investments, and in the expectations of 
their future rise and fall. Such inteivst is partly twiid for 
wealth empl<»yed in profluction, and partly fin* consuiiiei-s’ 
wealth previously l(‘nt imd consumed, either by living in<livi-^, 
duals or those whose obligations thiy inlu^rit, or by the com- 
munity lo which they belong; in this latter c.ise the debts on 
which th(* interest is paid are t(» be r(‘ganled tis investt‘.(l capital 
oi‘ indi vidua la f though not of th»* community. The ratio of this 
payment to the vabui of the principil is mainly d(*,tennined, in 
a modern industrial community in which wealth is continually 
accunndatc'd, by the ndation Iw^tween the supjdy of available 
capital and the field of [irofitalih* in<lustrial employment for it; 
W'hich latter U*nds to be enlargt'd as population increases — 
tlnaigh not in ja-oportion to such increase aft(*r a certain })oint 
of dc^nsity has been n*ached — and which, in recimt tim(‘S 
(*sjH*cially, h.*is been continually and greatly extimded by the 
progress of inv(;ntion. Since, however, the juicumulation (»f 
Ciipital in a country is influenced by the rate of interest, 
it may be assumed with givat ]>robability that there is, at any 
given time, a cei-tain minimum rate necessixry to induce saving 
sufti(*ient to balance the w^aste of ca]iitial that is continually 
going on: and that as current inten*st sinks tow^arls this 
minimum, accumulation w'ill be more and moR* n‘taided. The 
supply of ca2)ital in a country, howe\(*r, tends to vary fR)m 
many other causes besides changes in the mte of intenjst thcjre ; 
in pirticular, owdng to the inteniational mobility of capital, 
the supply in any one country tends to lx* aftected by any 
mateiial changes in the field of enqiloyment for ca])ital else- 
* where; and also by any change — due (e.g.) to increase or 
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decrease of niutual confidence — ^in the general ultimate formed 
in imy one country of the risks attending investment in an- 
other. 

§ 2. The rates of i*c*miinemtion for different industrial 
services, as they tend to be determined by the ojxjration of the 
geneml economic e^iuses above analyser!, — except Combination, 
which requii*eH exceptional treatment from the difficulty of foi’e- 
Ciisting its effects, if we su])post‘ it generally adopted, — may be 
designated as the Nonnal nites. At any jiaiticular time and 
]»lace, the actual shares of jjnxluce received by members of the 
differr'iit industrial classes are likely tf) vaiy somewhat fifom 
the, nonnal sharcis, under the influence of such tmnsient or 
l<K*^il wiuses as I now prcipose to c‘xamine, — confining myself 
mainly to causes sictually operative in the most advantu^cl in- 
dustnal communities, and not excluded by the geiunul assump- 
tions on which our theory has p^oc.c^e<led. We ought, however, 
to b<‘gin by noting that thi* nonnal shares thmnselves are 
likely to be continually fliuttuating ; since thei*e is no reason 
to assume that any of thi* geneml causes that influence them 
will o])erate in jirecisrOy the same* manner or di'gree for any 
L'ligth of lime. Wc; have already observ(*d that both the total 
]ir<Mluci* of imlustry, and the ])roportions that fall respectividy 
to labour and to ciipital, tend to be continually altered by 
the changes that constitute the nonnal giowth of a prosjK*rons 
community — the- jiccumulation <»f C4i]»ital, tlu‘ increase of jiopn- 
lation, improvements in the arts of industry due to invention, 
and the* dev<‘lopment of ct»-o]>emtion, es})ecially co-o]»emtion 
thiiaigh exchange. We have seen, too, that tht* growth of 
]M»pulation within a given area teials, on the one* hand, to in- 
crejisi*. the* advaiitage*s of co-ojK'mtion ; but that, on the other 
hand, afteu* a cei*tiiin jiitch of density is i-eiicluMl, it tends* to 
fliminish the* efficiency of labour in agriculture, through the 
incre*iise*d difficulty of agriciiltiiml j>rodue‘tion, anel te> increase 
ct)m*s]M)ndingly the ])roy)ortion e>f agricultunil produce* which 
falls te:> the* land<»wnt*r as such. Tuniing to the normal dis- 
tributii>n of the* aggregate* e»ainings of lalxuir ame>ng the elif- 
fe*re*nt classes of wewkers, we can easily see that it will ho 
nuMlifleel in various cf>iuple»x >vays; by changes in the elistri- 

* That is, the mere growth of population has in itself this tendency; though , 
it may be counteracted by impruvenientB in industry and trade. 
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bution of wealth, altering the supply of pc*raons capible of 
making a given amount of outlay; changes in the* processes 
of industiy, alk^ring the demand both for natural jpialitii's and 
for the results of training, and also altering the sacrifiws iv- 
quin^i for the production of certain utilities; changes in the 
cost of pi'oducthm of certain kinds of skill, thrtmgh the s]>i\‘ad 
«»f education, &c. ; changes in social habits and o])inio])s, imnli- 
fying men’s (^stimatc^ of commulities and of sacrihees; and other 
changes t<io numerous to meiititm. 

Again, the continual oscillations in the market-] nice i)f com- 
iiKKlities which we havi* noticed ten<l to lx* jK-comjKUiied with 
corrc\sponding oscillations in tlu* jm^fits of those who su]>]»ly 
ihe commoditii(‘S in question ; owing to tlu‘ inevitiibly unstable 
juJjiistnumt of supply lio the generally varying dinnand. The 
forec^ist of the demand for a (!omm(M]ity — at. any suj»posed 
jirice — cun at best be only apjiroxiniative ; thcaigh with souk? 
commodities — such lus a stajile of fb<Hl— the apjn-oximation can 
be nuide much more close than with othm*s; in most Cfises, 
h(>wevtT, besides the laiger alterations in demand which I shall 
notice later, there will be continual small tides of changi* from 
complex causes that <lefy culculation. And e ven sui>))osing the 
demand for any product exmd.ly known to all supj>liei*s, it is 
still highly unlikely that at any given time sup]jly should be. so 
adjusU'd as to givc^ the supjdiei’s the exact remunenition that 
industrial comjK'tition tends to allot to them. Indeed in agri- 
culture, hunting, and some* kinds of mining the jinnluce obttiin- 
able by a given amount of labour frequently varies very consi- 
derably on either side of the average; jxnd it may be i\‘markc*d 
that, suy»posing such variations t.o affect all j»nHlucei-s about 
equally, it depends on the pn*cise nature of the ch*man<l for th(‘ 
product whether an abundant siqqdy will be j)rofitablt‘ or the 
reverse: since if the demand is inelastic — jis it is (e.g.) for 
com — the jirrHlucers may <*asily gain by dearth and lose by 
plenty. 

Finally, even the larger fluctuations that affect <lifferent 
branches of prcxluction — ^whicb have ni»w t.o examine more 

in (hitiiil — have already been notici‘d incidentally in considering 
the general determination of interest; since wi‘ hjwl to distin- 
guish, in the returns actually i-eceived from investments of 
'^pital, that }K>i1iion which is pnxcticully c<jmpensjition foi- risk. 
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Now it boloiigH to the very notion of “ risk ” that we cannot 
predict when or how far the loss, of which we recognise a 
certain probability, will actually Ixi incuired ; hence even if 
such exjKJctationH of risk wc^re altogether well-founded, it would 
be in the highest degree iin2jrob.able that all o^vners of caj)itjil 
should incur the siime pi-oportion of loss in any jjai^ticular year. 
Similarly we have taken note of “ uncertainty ” as one cause of 
the* difference in the iictual remunerations of labour. Here, 
liowever, it should be observed that orxlinarily a much nn>iv‘ 
exact c*omparis<»n of prosjH^ctive ix3munerations is made by 
])ei*sons invi^sting c<i])ital than by pei*sons S(?lecting a line of 
lalK)ur. Veiy slight diftereiices in thf‘ pros])t active security of 
interi^st, wliich would have no effect on the choice of a tnule 
or ]»rofession, find <‘X])ression in the ditterimt prices of different 
investiiK'iits of capital ; thus, for instance, tin* faint additional 
chance of the non-}Kiyment of intiTcst on the j)reference shares 
of a first-chiHs English railway causes such shares to b(‘ sold 
at. a soimnvhat lower ]»ri(‘e than di‘bent.ures of the same rail- 
way yi(^lding the same intcTest. So, again, if a small caja- 
talist is considering wlu'ther he shall go into a business, h<* 
takes into account indefinite and remote risks which can harlly 
emter into the view of an onlinary labourer choosing a trade for 
his son: for the iinceHainties of which Adam Smith sjs'aks, 
that ten<l to be comj)eiisjited in the highiu* wages of jiarticular 
trades, art* dangem t‘re<jiu*ntly incurretl in the coum* of the 
ortlinary i*x]»erience. of such tnules. Accowlingly tlu* exct*j)tional 
losses of different classt*s nf ca])italists and t‘ni])loyt*i*s tend to 
bt* ct)m])ensiit(*d by higher incomt‘s in oitiinary tinu*s to a 
greater extent than similar losst's incuiTiMl by hired labouivi's. 
On the other hand, tlu^ fluctiuititms in the jirofits (»f ca])ital 
employed by the owner, and evtm in the men* interest of 
ca2)ital that bears the full risks t»f intlustry, an*, tlecitltHlly 
greaUu* on the average than the fluctuations in t\\e remunera- ^ 
rioii o^ : ’bt*causo under the existing conditions of 

industry tln‘ rujutulist lunphtyrr nuwtly beam the fimt shock 
of iinfbn*Hwn Jossi-«, mid only jwssos <m a jjart of tlie blow to his 
ws , and, in tlio snwe vruy, he intMjtly socuins the lion’s 
share of unforeseen gains. 

§ 3 . Let us then proceed to consider more in detail the 
Ciiiises and effects of the inoi*e imjioi’tant fluctuations in tRc" 
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profits of (liIfort*nt industrios. Since the danger of l4»ss «K*cupies 
a larger pLice in the common view of industrial capital than 
the chance of extra gain, we may conveniently begin by diri'ctiiig 
our attention to the fonner phenomenon ; btiaring in mind that 
so far JUS we iim ineivly dealing with changes in distribution, 
loss Jind gain — ^to different sets of pei>ions — art* correhitivt* 
eiffccts of the same causes*. 

Losses in business which impair aggregjite wejilth as W(dl as 
the wealth of individuals iiuiy be due, fii-stly, to dishoru'sty; or, 
without distinct <lishonesty, to the ]mi*suit of private interiists 
by the emplo3’ei'H of borrowed C4i])ital, with more or li*ss culjKible 
indifference to the interests of the pei-sons who own the c.‘i])itjil. 
Or, secondly, tht*y may be due to mere misiminagement of the* 
routin(‘ of business — want of cjire and ]»unctuality in m(‘eting 
re(|uir(‘ments, want of vigilance in supervising subonlinates, &c. 
These cjiuses, however, jui* hju-dly likcdy to jittecjt spec.ijilly jiri}' 
jMirticular branch of prcKhiction; Jind, therefore, most of tin* djimage 
due to them will remain with the owners or emjjloyei’s of the 
cjipital in question. But Ji thii-d chuss of losses, which jirise from 
want of the higher kind of business tjilent, — namely, fori'sight 
JUS to important cluinges in siqiply or demjin<l, and inveiitiviuu^ss 
in Jidajiting prsluction to mei*t .such changes, — bt*ing lijible to 
jifiect whole cljisst\s of eni])Iovi*i’s simultjiiH‘ously, hjiv(» ji much 
greater teiahuicy to be pus.si»d on to tlu‘ chisses of labounu's 
employiMl by them. It is hanl to drjiw ji line in any cjusi‘ d(j- 
fining how much of this kind of loss should be regjwded jus tin* 
nornud ]H;njilty of unskilfulne.ss, juid similjirly, how much of tinj 
coire.sj Minding gjiin from fjivourable changes is the nornuil rewanl 
of su}»erior Jibility; since it is difficult to pljice definite limits to 
humjin foresight find ingjmuity. But fit Jiny mte thejc is a 
g(M.Ml deal of actujil lo.ss find gjiin which we must ])Iace beyond 
the line, and coiisidiir — i?conomicaUy spcjikiiig — as beyond the. 
. scojH^ of prescience and pivvision : and it would seem that the 
development of industr^^ and tmde timds to incivfuse both the 
number and the magnitude of such unmerifed tluctufitions of 
mcoiiie; though it also tends to mitigate their w'oi'st effects on 
nuiun life* and hfippines.s. 

^ observed, however, that important chunp^es in distribution 
he comm^nU^^”*^ increase or decrease in the aggregate wealth 
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In examining further the operation of such accidents, we 
may notice fii'st those that injui'e the community as a whole, as 
well as jMirticular classes. Such are the calamities of unusually 
bad sc'jisoiis, plagues of noxious animals, cjjademic diseases 
among useful animals and vegetables, extensive damage* from 
fl(XKl or fire, &c. T-iOssc*s caused in this way almost always fall 
with une<pial weight on differtmt poitions of the community; in 
rm>st e.iis(‘s they are borne primarily by employers tuigaged in 
the branches of industry affcjctc*d ; a vaiying jM»rtion of the loss 
bc*ing }iassi‘d on to the consunuu's of their ]a-oducts, the 
laboun‘i’s whom thty employ, th(* ownei-s of thi; land and 
lK)rrowed capital which they use, sind the other product^rs whose 
jiHKlucts they eonsunie\ The sfiine may be «iid of tht* de- 
struction of ])ro]K*i*ty caustKl by war; though it is to bi* obsen-iKl 
that so far as war, disejist*, or other calamity destroys human 
lif(*, its effect on the amount of wealth per luead possessed by 
the community is of a mixed kind : since the sur\’ivors, what- 
(‘V(‘r they may losi* by such calamities, will at any rati* gain 
ixlief from the <‘C/)noniic disf id vantages of over-crowding. 

Accidents of this kind favoumble to production also occur, 
though more rarely : the most . striking of these are chance 
discoveries of natunil jiriKlucts suitable to human use, as in the 
finding of rich mines. Such discoveries, however, are more 
commonly made by minds that have sjKUit time* and energy in 
s€*art*hing for them ; in which cjise they come under the general 
heail of Invention, the givat spring of industrial ])rogn^ss. 

More oixiinarily, im])oi1.ant changes due to invention consist 
in the discovery not of new soui-ces of mw material, but new 
miKles of ada})ting known materials or forces to the needs of in- 
dustry. Such improvements in industrial processes of course 
tend Ui nijike the community ultimately richer, inasmuch as they 
increase the amount of a given kind of commcKlity obtainable 
by a given amount of labour. But, generally speaking, they < 
ti.*nd also to mbice the value of a certain amount of the capital 
already invested in instnunents of ])roduction. Hence their 

^ It haH been observed tbat the prodneers of commodities for wliich the 
demand is of such a kind that — ^within certain limitB>-each diminution in 
supply tends to increase the price paid for tlie total amount sold, may actually 
gain ri« a claw by any such disaster; the consumers suffering, through 
rise in price, a loss greater than that which falls on the community as a whole. 
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effects on the wealth of the community at the tiint‘ of their 
introduction are neccssai-ily mixed ; and may even l>e, on the 
whole, temporarily of a negative kind. It is even concoivabli^ 
that some veiy important invention might reduces the xalue of 
previously existing instruments and stixiks so much, that the 
total capital of the community would .‘U'tually be diminished by 
an amount exceeding the value of the new commodities pnMbiced 
within the year; so that the community would appear to be 
living on its capitjil, in consecpience of what was regally a gi’eat 
stej) in the advance of material wellbeing. This jwinulox is the 
inevitable result (in the ciise supjsjsed) of including in one 
aggregate of wealth, along with things immediately consumable, 
jM’oducts that ai*e only useful and valuable sis a m<.^an> of pro- 
ducing the fomier: but, since most of that jiart of i*eal incomes 
w'hich is sjived exists normally in the form of such merely 
instnimental pnKiucts, T do not see how we can conveniiTitly 
ado])t any other view of wealth, in discussing Distribution. Wa 
must, therefore, be content to note the jiossibility of this |Kira- 
doxit^al result, and to guai*d oui-selv(‘S against being misled 
by it. 

So gn*at a destruction of the* existing vaKie of capital jus 
that above supposed is highly improbable ; but minor ett*ects *)f 
this kind are, jus 1 have said, a nonnal inculent of industrial 
progress; Jind, in considering the effects of new iiivi*ntions on 
distribution, must be set down jus losses which may tiunporarily 
more tluin counterbjiljince the i‘conomic gjiin of such inxeiititnis. 

This gain itself will be distributed in very vjuious wjiys 
jiccoiding to circumstjinces. Supposing that the invention CJin 
be monopolised, through a piteiit or otherwise, the extra jirofit 
that its possessor can secure — which is, of coui’se, to 1 h‘ re- 
gjinled tis the nonnal rewjird of the inventor’s hibour — may 
conceivjibly be equivjilent to the whole of the economic gJiin 
obtained by th(j improvement. But, generally spejvking, the 
monopolist will piss on a portion of this gain to othei-s, and 
ultimately to the consumers; since, if (1) the improvement 
consists in chejijKjning the manufjicture of some old product, it 
will generjilly be his interest to si*ll this at a lowered inice, in 
order to secure possession of the market ; while if (2) it leads 
to the production of some new consumable comimxlity, it will 
6e necessary to sell this to the consumers at such a ju’ice as 
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will give them a share of the additional utility obtained by it, 
in onler to induce them to alti^r thciir habits of purchase. 
Supposing, on the ftthiT hand, that the invention is not pro- 
tected from iniit-ation, competition will k‘rid ultimately to 
transfer the whoh* gain the e/msiimers ; but generally speak- 
ing a certain jioition of it will, during an inteiwal varjung in 
lengtli, bi; retained as extra profit by the employers who first 
use the* invention; who may eithiT be some or all of the pensons 
whose fixed cjipital has been dejnvciattKl by the improvement, 
or a quite (lifferc'nt set of persons — a^xxatling as the industrial 
change in question is more or It^ss sweeping in character. 

The efliicts of such a change on tht‘ remuneratiim of inamial 
labour are similarly complex and various. It is obvious that 
the value of what we have before chilled the* “personal capital’' 
of skilled labourers — their acquired di^xteriticis — is liable to be 
diminished or annihilated by improvements in industrial jiro- 
C(‘ssi\s, just as the value of material instrunumts is. On the 
other hand, the fall of pric(‘ cjiused by an improve‘ment fre- 
qmmtly extends th(* consumption of tlu* products of the industry 
afiected so much, as to increast* considerably the total emjdoy- 
iiient ofier(‘d to laboun‘rs engaged in it., and to raise the j)rice 
of the kind of labour recjuired to work the ni*w process. 
Sonu'times, however, the extension of consunqitioii is slight in 
comjKirison to the fall in prici‘, so that the* “ labour-sjiring” 
iirijirovement diminishes the total prict' obbiined forthi* product 
of the industry inqiroved. In this cjisi* it must also tend to 
diminish the toLil amount of labour employed in thi* industry; 
and since if th(‘ change takes place rajudly the labourers thus 
turned adrift will often find it difticidt to obtain work elsewhere, 
it is not sui-prising that improvements in industrial processes 
should have beim thought to diminish the whole field of einidoy- 
ment ft)r labour; and that at various times not uiu^nlightened 
jH^rstms shoidd have fancied that they were acting for the 
inkrest of the* community in endeavouring to prevent this 
result. But, it is obvi<ius that, if of two ja-ocesses equally 
efticitait the more laboi-ious is chosen, the utility to the com- 
munity of the extra labour thus employed is simply nil ; Jind 
thero must always be some other department of the industrial 
system in which it could be applied prcxluctively. Indeed it is 
evident that when the demand for labour in one branch oT 
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industry is fliininisht?d by a lalmur-saving iinprovoinc*nt whicjh 
cheapens its preduct, the purchjisei’s of the cheapened ])r<)duct 
must have moiv to spend on other articles, so that then? must 
be a correspondingly increased demand for labour in the 
branches of industry which supply these other ailiitles. 

What has been just said of thi* effects of newly invented 
improvements in the* process of mamifjicture appli(*s equally 
to the application of inventions already publish(‘d, but neg- 
lectol for want of knowledge, ent^'rprise, or c^ipitiil ; except 
that thi‘ element of possible monopoly is abs(‘nt in this cast\ 
Similar eft'ects are also produced by im{>rovi‘ments in com- 
municiition and conveyance, and the oyiening u]) new lines 
of tnidc*' ; but a full consideration of thes(‘ would bring promi- 
nently into view local variations in industrial incomes, which 
I reserve for discussion later on. 

Further, improvements in any branch of productiorj, if they 
materially increase or decrease* the value oJ* its aggri‘gate }»ro- 
ducts, tend to cause secondary change ‘s in the* demand for the* 
preKlucts e>f othe*r inelustrios, w’hich may in some case's be* 
imjK)itant; thus if ceaii be* mate*rially che"apene*(i, the* de*mand 
for the* luxuries of the jieieir may rise* to such .tn e*xtemt as to 
luise^ te.*mjiomrily the^ jirejtits and wage*s e>f the* preKluce*i*s e»f such 
luxurie»s above their imnnal ame>iint. The* ne*w inve‘stme*nts e)f 
c;ipitial te> which inve*ntie>n le*ads are* similarly a seeiiive of 
temporary extra gains to thei jireKliieiei-s e»f cei1.ain kinds ol’ 
instruments and materials; thus the* intr<Hl action e»f 

mil ways benefited eunple^yers anel labounu's engjege*el in the 
preKluctiem e>f ireai. 

§ 4. Other inqjeirtant changes in deunand ceajtinually eiccur, 
with effe^cts similar te) those just mentie>ne*d, inde*y)ende*ntly eff 
any ameliomtion in the processes of mfxnufiictiire*. a 

certain extent, indeed, such changes are, in a larger se*nsei, 
to be regard(*d as t»cori<»mic improvements; that is, when a 
general preference on thcj pirt of consuinei's for soiru*, com- 
modity different from what they have previously been in the 
habit of purchjisiiig is occiisionc»d by the fiwt that a lx*tter or 

^ At an earlier period of our induHtrial liiRtory it was usual, and perhaps 
useful, to encourage and protect by legal monopolies, developments of trade 
no less than improvejnents in manufacture. But in the present state of com- 
i^rcial enterprise such artificial encouragement would seem quite superfluous ; 
and is universally condemned by modem maxims of economic policy. 
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cheaper means of siitisf^-ing some need has become nioiv gene- 
rally known or appreciated. But some altemtions in demand, 
that atfect pnxluction materially, are due to the mere caprice of 
fashion, and thus involve no real advantage to the community. 
Either kind of such changes, when abrupt and extensive, may 
diminish the value of certain portions of real and personal 
oipital in the way that we have seen to l>e an incidental 
effect of many industrial improvements; and may similarly 
affec.t thi* T-elative demands for ct‘rtain kinds of labour. 

Even if we Hup]M)st‘ no change either in the ai-ts of industry 
or the habits c»f exjK*nditure coiTes]>onding to different gi*adea 
of income, many imj)ortant change's in the relativt' demands for 
the jinnlucts of different industries must continually iwsult from 
the incrt'tise of wealth and , population, and fi*om the larger 
changes in distribution which these tend to bring with them, 
through the o])e]‘jitioii of thi' nonnal conditions alremly investi- 
gated. 

As 1 have alremly said, the highest kind of busiiu'ss talent 
is shewn in fonjciisting rightly all these various changes and 
continually a<lapting supply to demand ; but the foreciist tends 
to Ikksouu' more difficult ixn the mnge of co-optaation thimigh 
exchange extends. Producers are more and more led to manu- 
fjicturt* for markets too numerous to watch carefully, too remote 
to understaiul adequately, and exposed tonuxlifying influences of 
continually increasing comjdexity; and hence fluctuations in thi* 
iulajitation of supjdy to <lemand, and consequent fluctuations in 
the inconu'S of pnKlucei’s, teiul to become git*ater and to contain 
a larger element of mere luck. Manufactuivrs and tnidei’s 
working under these conditions have fi*equent and important 
occjisioTiH of gain through unt»x}iected developments of demand ; 
but they ai*e also in continual danger of loss thi'ough over- 
supjdy of their comnuKlities. Indeed any considerable gain is 
liable to tend indirectly to subsequent loss, by the exceptionally 
(*ager competition excited in the business that h«is suddenly 
lK?conu» pi-ofitable. The excess of prisluction thus Ciiused some- 
times lejuis to such a fall in the price of the over-abundant 
pix^lucts that their market-value does not exceed that of the 
materials spent in making them — or, in the cjuse of tnwle, the 
value of imported goods does not exceed their value in the 
country fi-om which they were bivught — thus allowing no retuiir*'^ 
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whittever t<» the labour and capital employed in the production. 
Over-production of this kind — even if it does not reach this 
degree — is a striking feature of the modem competitive organ- 
isation of industiy, extended as it is by worldwide tradt; ; and, 
owing to the intimate connexion of different branches of produc- 
tion, fluctuations of this kind rarely aflfoct one branch alone, 
and fixMjuently occur nearly simultaneously in a considerable 
number. This experience h*is in foi;iner times led even professed 
pc»litical economists to the conclusion that getteral over-produc- 
tion is a tlanger against which society luis to guanl ; that the 
aggregate of labourers co-opemting thiiuigh exchange are liable 
to })rcKluce not only too much of a certain kind of comino<lity, 
but too much altogether'. Now it must be admitted that this 
result is a possible t>ne; an individual may obviously be led, 
from an over-estimate of the utilitie'^ obtainable, by his labour, 
to Wiirk hairier than he would otherwise think it worth while to 
do ; and what is possible in tht‘ wise of any one' worker is |)os- 
sible in the wise of th(» aggiegati^ of worktr-s. And I think 
further that this result may Ik* expectwl to t)c<;ur, to a ciTtain 
very limited extent, when any bninch of industry is abnonnally 
stimulated by high prices ; since under these circ amstances the 
energies of employers and employed are often strained to an 
unusual degive, and a certain margin of extra labour is likely 
to be called forth, which would n<»t have been exerted except 
for the high rate of remuneration which it is mistakenly sup- 
})osed to Ik" worth. But this margin — even supjM)sing it not to 
be Ci»unterl)alanced by an equal or greater reduction of labour 
elsewhere — w ill generally be so small a part of the whole labour 
thus employed that it may for practical purposes Ikj neglected ; 
pmcticaTly the over-prsluction of certain commodities of which 
we have actual cxpeiience may be reganled as mere!}' mis- 
directed production or temporar}' disorgani.sation of pivxiuction 
and exchange. Indeed we may lay down, that, owing to the 
•defects in the actual organisation of industry, which n^sult 
inevitably fif>m the limited knowledge and imperfect mutual 
communication of its members, society is always in a condition 
of uihder-prodtiction; i.e., there is always a considerable amount 
of available labour unemployed, for which the actual conditions 
of industry would, with better management, affonl remuneration 
^ sq^cient to bring it into emplo^Tiient. 

8. P. E. 


24 
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Still, however they may be caused, the extensive miscalcula- 
tions of supply that produce the appearance of general over-pro- 
duction tend equally to depress the remunerations of employers 
tmd employed in certain branches of industry below the normal 
rates, and to dejn'eciate the ciipital, real and personal, . that has 
been invested in them. Indeed, when the miscalculati<jn has 
been great, it may even .annihilate thc‘ value of large portions 
of such capital, if it is of a kind that cannot be tiirne<l to 
other uses without great loss. 

§ 5. We have now to observe that such widespread ovei-jiro- 
duction will oftcm be, .ac^compinied by important fluctualituis in 
the rate of interest, an<l, thereft>re, will j>r(Kluce effects on distri- 
bution beyimd the range of the special bnmches of industry in 
which the miscyilculation hsis Liken phice. This will be especially 
found to be, th(‘ Ciise if the ‘over-pnHluction hsus beim due to a 
with^spnijifl over-estimate of the ])rofit to be obtaini»d by new in- 
vestments of ciipital — whether in the fonn of .additional stm*ks 
of consumable gocnls, destined for new openings of trade, or in 
mil ways, ships, machines, and oth(*r dumble instruments. We 
have alrejuly noticed th.at the (hmiand for new cajuLil to be 
pnKluctively invested depends at any |Mxrticular time not upon 
the actual ])nKluctiven(?ss of such Ciipilal, but u|)on the gtmeial 
estimate of what it will produce. TIutc seems, indeed, no 
ground for supposing that this i^stiiiiaL* tends, on the aveiiigi^ 
.and in the long nin, to diverge decidedly from the facts in 
1 ‘ither direction. But eX}KTienct‘ shews that tlu* general view 
<»f the possibiliti<‘s (»f profiLibh* employment of crapital is li.able 
to mark(‘d i*bbs and flows. Stauetimes then* is a giaiei’al dis- 
|K)sition to t)vemite it, “times of confid(*nce,” in w'hich the 
over-]>nKluction of which we have bet*n speaking takes place. 
At such times the employers who cause the over-production 
.avail thi*mselves largely of the laipital oi‘ oth(‘i*s; borrowing is 
extendinl, and an unusu.al numbtT of joint-stock companies are 
fonned; in consequence of which the nite of inten*st lises to an, 
unusu.al h(‘ight. Then when the misi'^ilculation has become 
manifest, nuraenms bankruptcii»s and widespread dejavciation 
«>f the* new investments (»ccur; really sound investments ai-e 
afflicted by the ruin of the unsound ; the gtmeral ctmfidence is 
succecali'd by genenil distrust; .and tlu* rate of interest tiills. 
agtiin, not meivly dawn to, but below, the noniial rate. 
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III thest* fluct uations, the ra.t€> of discount or interest charg(»d 
by bankei’s for the use of the medium of exchange commonly 
fluctuates more than the rate on investments gcmeraJIy, as the 
demand for loans made by bankers incrx'^ises more in pnijKirt.ion 
than the demand — made mainly by joint-stock compinies — for 
the cfijiital of private investors. And if the transition from 
confidence to distnist is sudden and sharp, it is liable to caiisi* a 
very violent fluctuation in the i'at(‘ of disc*ount; biinkers refuse 
t/o make loans on conditions which they would onlinarily consider 
jicceptable, pirtly through fear of thi* bankrnjitcy of the ajiiili- 
cants, ]uirtly fnan tht* necessit}^ of jirotecting thl^mselveH against 
the consequences of a similar ilistnist: and thus the* extreme 
security of tmMworthy mc^diiim of c*xchange foivc‘8 uji the jirice 
of it to an abnormal ht‘ight: money Inking t veiywhere wanted, 
not for enlarg(»ment of ])urcbfises, but for thi‘ payna^nt of (h'bts 
already incurred. At such tiiUfS tlu‘n* will also be a rist* in the 
i'sit<‘ «)f interest on invested eajiital gimemlly, not from an 
incr(*ase' in the total aiiaaint of inkTest received, but from a 
fall in the* selling value of se*curities: which are extimsividy 
sold owing to the urgent need of n,*ady momy and the high 
)irict‘ paid for the use* of it. This latter (‘hange, of (U)urse, does 
not affect the r(‘al income <»f persons whr) continue to luild tlu*se‘ 
securities; but it involves an acxMde*ntfil gain to all who are at 
the time inv(*sting, at the expemse* of those* who find it nt*e^dful 
to se*ll the-ir investments. 

Again, other cause's iKJside's miscalculatiem e>f pn>s[M*ctive 
profits on the* jwirt of empleyers of capital may ]ir(Kluc,e a tran- 
sie*nt rise in interest. Thus the (jeanrnenceme'nt, — or mere'ly the 
fear — of a drain of ge)ld from banks, for the juiymcint of a balancei 
of debt <»n the tmde of the e^oiintiy' or some,* either cause*, may 
lead bankers to niise the rate of inten^st, in onier tei bririg bjick 
the* gelid eir turn the* balance, the eithe»r way. Such a rise in the 
rate tejnds tei have the*, de*sired eiffect in two ways: it te'uds tei 
4eiwer prices, — because it makes holders of ceimimdities e^r 
securitifis prefer selling to borrowing money, and similarly 
eliminishes the willingness to purchtise, — and thus ence)unige?s 
exjKirtiition and discourages impeirtatiein ; anel, secomlly, it 
increases the disposition of feireign cixditors to allow the dijbts 
due to them to run on, in order to obtain the higher interest. 

JThis letuls me to notice another imjKirtant chiss of variations 

24 2 
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in Distribution, that tends to accomjjany critical changes in the 
rate of interest charged by bankers; namely, those due to 
variations in the purchasing power of money. I have before ex- 
plained how the price paid for the use of money and its general 
purchasing power tend, to a certain extent, and under certain 
circumstances, to rise and fall together, though under other 
conditions they arc moKi likely to vary in opposite directions ; 
and I have shewn how this similarity of variation is especially 
marked at financial crises. Indeed in a country where the 
use of bankei-s’ obligations as a medium of exchange is general, 
and wh(u*e the dangerous resoun*-e of inconvertible ncjtes is 
eschewed, the most rapid and imprc‘ssive variations in the 
puixihiising power of money suv those due to the vicissitudes 
of the banking system ; but the mon* dumble, though slower, 
variations, ciiiised by change ss in the relation of the supply of 
bullion to th(*. demand for it, also pnxluc(' very inat(»rial effects 
on the distribution of incomes. These effects are of a somewhat 
complex kind. It has been alnwiy obseiwed that a rise in the 
2)urchasing pf)W<»,r of money is juivantageous to all creditors, 
including all annuity holdt^rs and all |)ei*8ons whose incomes mv 
legally fixed, and disjwlvantageous to all debtors ; but it should 
be noted that it is also at U*jxst tem])orarily advantjigeous to all 
persons whose rates of remuneration have a partial stability 
through the mixtiin* of custom^ and infonual combination of 
which 1 have before s]>oken; that is, to large chusses of labourers. 
For lK>th reius(»ns, therefon^, it is disadvantageous to employi^rs 
of capital, who are gemu-ally boiTowers and at the same time 
employers of labour; and by thus discoumging industrial 
enterjOTse, it is likely to injurt* indirectly some of the labourers 
whom its primary' effect Ixmefits. Similarly a fall in the 
purchasing power of money causes a sensible diffusion of good 
fortune among employers of capital and labour ; the bentifit of 
which is likety to be ultimately shanxi by the labourers whom 
they employ, though immediately these latter tend to losu 
through the compirative immobility of their money incomes; 
while all who are legally entitled to fixed money-})ayment8 hjse, 
of course, without com]jen8ation. 

^ It shonld be remembered that we are contemplating a society in which 
enstom pure and simple is supposed not to interfere materially with the action 
ol^ competition. ^ 
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§ (}. In considering chtuiges in the purchasing jK>wer of* 
money, it is importtint to observe that such changes iire only 
gradually transmitted, tind with unequal mpidity, from one jwirt 
of the country to another ; and also that in the s«ime district 
some industries are slower in feeling their effects than others. 
Such inequalities are obviously due to differences in the nature 
and extent of the traffic can ied on, din‘ctly or indin^ctly, between 
the districts in which money is pi-oduced — or the emporia of 
foreign trade through which it is obtaincMl fi*om abnwid — 
and other j»arts of the country. But in ord(T to understiind 
these (liffei-ences thoroughly, it will bc» convenient to take a view 
of the variations that tend to be found normally both in the 
jirices of })articular conimcMlities, and in the general purchasing 
power of money, as W(! ptiss from district to district. These varia- 
tions are due pririuirily to the lcK%*disjition of dift'enmt bninches 
of production (including exchange) in different ]>hice.s ; which is 
its(ilf tnuje^ible b) a combination, sometimi*s rathei’ intri(^*ite, of 
jihysical and histi»rical cyiuses. The most obvious of such causes 
are the natural economic julvant^iges which sonic paHs of the. 
i*4irth*s suriJice offer for ct^iijiiin industiies: thi»s minerals will 
evidently tend to be pnKluced whert^ they are most abundant 
and most (*asily extnicted, and agiicultural prslucts when* soil 
and climate are most favoumble: large cc*ntres of trade will be 
formed neai* the mouth of navig*able rivei-s, and manufiictures 
will flourish when* the raw or auxiliaiy materials employed in 
them are easily (obtainable. But, in any exjilanation of the 
iictual distribution of industries in the complex giY»uj) of coiii- 
munities now inon* (or less united by tmde into one industrial 
system, a large pltictj must be given to the influence of dif- 
ferences of race, sf>cial condition, and political circiimstiinces 
among the persons inhabiting difterent localities. It would 
take us too far afield to analyse th(*se liistorical conditions: 
what we are leather c*oncemed to obseiwe is that wh(jn once an 
industry has been successfully established in any place, thn)ugh 
whatever combination of wiuses, there is a certain economic vis 
i)iertiae tending to maintain it there; and to inercase it in 
extent, if the increjise of population and w(*alth miscs the 
demand for its priMlucts within a given area, or if improvements 
in* communication enlarge the art*a which can he profiUibly 
supplied from one centre. This vis inertiae may be analysed 
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into several elements, variously combined in different cases. 
Partly, a manufacturer who started elsewhere would have more 
difficulty in obtaining a market for his commodities, from the 
established reputjition att;a;hing to the locality in question; 
(e.g,) equally gotKi hardware made at Halifax would not com- 
mand the price of Sheffield hardware. Partly, again, he would 
have more difficulty in obtaining the requisite skilled labour: 
while further, esjKJcially in de|iartments of industry in which 
the subdivision of employmimts has been ciimed to great lengths, 
any om^ bnincli of pHsiuction tends gnidually to have collected 
in its nc‘ighbourho< kI auxiliary and coniuteted, but seijamtely 
organised, industricis; so that a producer by settling in this 
TieighbourhotKl has siqjerior tiicilitii‘s for obtaining the materials 
oi* instruments he ri‘(piires. 

Through this combination, tlu‘n, of j^hysical and historical 
conditions it comes to piuss that the main part of the diMuand of 
a region ofttm very large, for comnuKlities of a cei*tain (piality, 
tends to be su])plied from a district or districts, the extent of 
which is but small —sometimes insign ificjint — in comparison 
with the whole area^ And, to meet the expense of carriage, 
the m4)n(‘y-j)ric(‘ j)ai(l by consumei’s f4)r such commodities tends 
to inci*ease, roughly sp(‘aking^ in proj)ortion t.o the distance 
that separates tin* consumer from tin* centre of diffusion. But 
it. is to be <ibserve(l that tht^ real exchjinge- value 4jf the com- 
nuKlities may vary somewhat differently from the nuaiey-price ; 
since money itself teiwls have* soim^what different values in 
<lifferent districts. For instance, in a country which obtains its 
coin and bullion from abroiMl, the pm*chasing power of money 
will tend to be appreciably higher in districts untav4»unibly 
situated for exchanging CMUnnuMlities, directly or indirectly, with 
the emporia of foreign trade: that is, districts between which 
and the places with which they inule the cost of carriage is 
high, while there is no such keen demand for their piinlucts* 

^ Whm*— ft8 iH nioHtly the case in induetrieH other than agriculture - -thiR 
development of trade leads to the close aggregation of a large number of 
labourers, tlu' resulting inequality in the distribution of population is increased 
by the furtlier aggregation of retail traders and artisans to supply consumable 
comiuodities to the other aggregate. 

^ The interest that manufacturers and traders generally have in extending 
their business induces them sometimes to tak(' a part — or even the whole-^f 
this cost on themselves, in transmitting their products to distant consumers. 
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outside as would enable them to throw the gi-eater j)fu*t of this 
cost on their customers. The theoretical maximum of possible 
difference between the exchange values of money in any two 
districts compai’ed is constituted, as we have seen, by thi» cost 
of carrjdng money one way and some kind of goods the other 
way; but in an advanced industrial community with a fully 
developeil Imnking system, the cost of carrying money itself is 
com})aratively insignificant, at least in comjjaring districts not 
veiy remote, ami we have mainly to consider the (M)st of Ciimdng 
gtKxls. This cost and the rc^sultant differences will of course 
vjiry with the facilities, natuml and .utificial, for transport; 
hence })rices may be more nearly eipialised at comjiai’ativoly 
remote pljiC(*s in the neighbourhood of a coast or a railway, 
than at ])hu*(js comparatively near each other, but connected 
only by indifferent roads. 

Further, it is to be observed that local variations t>f prices 
will be moiv marked in the case of commoditi(\s tnat an* tuther 
heavy in proportion to their value, or liable to injury during 
trmispoi*t, tlian in the (last' of lighter and moi’o durable* or moni 
safely portable articles. And sinci* in tlu‘S(' various ways thi* 
differences in the exchange value of moiuy, as In^tween any two 
districts compared, will tend to lx* diffeixmt in relation to differ- 
ent commodities: it may easily happen that the pr.ictical 
jiurchasing jKiwer of nu)ney will have different hwal variations 
for ditferent classes of incomes. Thus an unskill(*d labouier’s 
nu»ney wages may go further in a remote 7*ural district, owing 
to thi* cheapness of the focxl, fuel, and house-room which they 
are chiefly sjient in pi-oviding; while to a jirofessional man living 
in the same ])lace the gain in this way may be more than out- 
xveighed by the incTcased cost of certain luxuries. 

All these diffenmeos have to be taken into acironnt in con- 
sidering the normal effects of industrial comjx'tition ; since, as 
we have seen, — quite apart from any obstacles to the niobilitv 
of labour, — this d(x3s not necessarily tend to equalise money- 
wages, but only to get rid of any consiilerable iind generally 
recognised differences in the net advantag(*s obtainable, on the 
avemge, by equally efficient and industrifuis labouix*i’s in th<* 
Siime industrial giade. 

• § 7. The tendency to such equalisation, however, is — jis we 
have alread}’ noticed — still further IiniitL*d by the existence of 
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obstacles that impede the migration of labourers. These ob- 
stacles would still exist to a certain extent, even if the 
influence of mere inertia and easily removable ignorance, as 
well as the more definite hindrances to migration that have 
sometimes been interposed by law, and the barriers against intm- 
sion sometimes raised by combinations of laboure^s^ were alto- 
gether eliminated. There would always be a certain expense, 
trouble, and loss of time involved in transporting an individual — 
and still more a family — to a distant place; there would generally 
be a loss of indefinite advantages derivable from the kindly 
regard of neighbours, and a loss of useful knowledge of the 
special conditions of industrial and social life in a given locality 
— which would be greater if the change involved the learning of 
new modes of work; and then.* might still be a general avension 
to leaving familiar scenes and breaking social relations. If, 
however, we suppose the distribution of industries and industrial 
population to remain without material chiinge for a considerable 
time, these obstacles alone could hai'<lly hold pennanently in 
check the forces tending to ecjualisiition, at least within a 
modem country; since the influences above-mentioned would 
not commonly affect strongly more' than a p«irt of the popula- 
tion of any district; and the prospect of higher Avages elseAvhere 
would continually attract the more migratory element — e.g.^ 
young unniarried or newly married persons of' an enteiprising 
turn of mind*. Even if the change involved expitriation and 
the learning of a new language*, I do not think the obstacles — 
apart from inertia and ignorance — w^ould be sufficiimt to main- 
tain a recognised difference of Avages for similar labour, betAveeii 
any tAvo countries sharing the civilisation of modern Europe. 

Such obstacles to migration aff'ect the more highly-jraid 
labourers, including the employers of labour and capital, in a 

^ It should be observed that in other ways Trades-Unions tend to aid the 
mobility of labour from place to place; by developing habits of concerted action 
among labourers, elevating the average level of their intelligence, collecting and 
diffusing information as to rates of wages in different localities, &c. 

It is assumed in this argument that the average personal efljcioncy of 
labourers in the same Industry is the same in different localities. The tendency 
to equalisation is impeded, so far as the average efficiency in different places is 
different, even if the difference be such as is likely to be gradually removed by 
migration. An important case of this kind is the low average efficiency of 
labour in certain places which results from the very lowness of its remuneratitffi 
causing an inadequate supply of the necessaries of healthy life 
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less degree than others ; and, though the greater part of capital 
ah’eady invested is, at best, far less mobile than labour, still, 
in an industrially advanced country, where wealth grows 
rapidly, floating capital tends to flow rapidly and in large 
volume into localities specially favourable for pnxluction. 
Hence, supposing no material change to take place in the local 
distribution of industries, the net advantjiges genersilly believed 
to be obtainable by the employment f)f equal ainouiits of new 
capital in different localities would befort' long be roughly 
equalised. This equalisation would not, of course, extend to 
rent, or to any extra profit analogous to rent accruing on capitjil 
jMirtially exempted by cii’cumstiinces from c()miK».tition. Such 
extra yields tend luther to become more une(iual,a8 the concen- 
tration of labour and capital in ceitain places bticomes morii! 
intense through the growth i>f jKipulation and the specialisation 
of industries. 

may conclude, in short, that, umler the influence of in- 
dustrial c<nnpetitioii. the special economic jidvaiitages atlached 
to different localities, supposing them to remain substantially 
unaltered, would ultimately expn^ss themselves in the <listribu- 
tion of industrial incomes mainly in the form of rent or some 
extra yield similar to rent. But in fact such local mlvantages 
art*, continually undergoing changes so rapid and extensive, as to 
balance — or more than balance* — during a considerable pt‘riod 
the eipialising fmves of industrial competition. Sometimes 
the extc*nsion of an industry alrejwly established in a certain 
district is so rapid, owing to the extension of the demand 
through improvements either in processes of manufiicture or 
means of communication with other districts, or perhaps to a 
rise in demand in consequence of a change of social habits or 
industrial necnls, that, in spite of the continual increase in 
the supply of labour and capital employed in the industry, 
•the remuneration of both labourc'rs and employei-s continues 
for many years to remain at a scarcity height. Sometimes, 
again, the extension of our knowledge of localised natural re- 
sources, or the discoveiy of new means of obtjiining or using 
materials alrcjirly known, may alter imjH)rtantly the relative 
}ul vantages of different districts for a certain kind of production, 
soJthat large new centres of industry may be rapidly formed in 
new districts, and old ones deserted. The development of the 
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cotton mamifcicture in Liinciisliire after the inventions of Ark- 
wright and Watt is an instance of the fonner kind of change ; 
the discoveries of new valuable mines most strikingly ilhustrate 
the latter. 

The effects of such changes on other inhabitants of the dis- 
tricts in which they occur are complex, and vary somewhat 
according to the precise nature of the change and the conditions 
of the industiy primarily affected. If these lattei- aiv, such that 
iin additional amount of priMiuce ciiiinot be obtained except at a 
higher (?ost, a rise in demand or improvement in communication 
that hijuls to a larger sale <jf the produce in question outside the 
district must ceteris paribus, through the consequent rise in jirice, 
inflict loss on all consuinei’s — as .such — within the district. In 
the case of the products of ihanutiictures— as distinct fnmi thosi* 
of agi’iculture and mining — this result is not likely to occur, 
except veiy’ ti-ansiently ; hei‘e, jis we havt‘ before seen, increased 
pi-oduction generally hiads to greater cheapness. And in all 
cases, the* flow of labour and ca])ital to a district where a manu- 
facturing or mining indu.stry is growing tends to bring gain tt> 
other industries of the .same district by increasing tin* local 
market for their products: in particular, the development of a 
manufiicture in a town, increasing its population and demand 
for f(MHl, tends to benefit the agricultnial producers in the sin- 
roundiiig country. The same jirocess of develo])ment, however, 
is likely to be accompanied by a general rise in the i*i*iniiiiera- 
tion of labour throughout the district: hence .so far as the 
products thus locally raised in (U*maTid are easily transportable, 
the producens in the district are likely to be closely ])rt*ssi*d by 
the competition of .similar jiroducers outside, and coii.seqiiently 
to withdraw their c.«ipital to other departmimts of pnKluction 
in which tlieir local advantages are* less easy to dispute. In this 
way the succe.ssful establishment of any one great centiv <)f 
industry in any distiict has a tendency to promote imlirectly* 
the concentmtion of other industries in other localities. 

On the other hand, when one kind of pnKluction — .say the 
production of hanlware — develops in one district (A) through an 
incrciised sale of its pimlucts in another district (B), this develop- 
ment is likely to be accomjianied by a decline in the prenluction 
of hardwaiv or some similar product in B or elsewhere. Such 
a change will, in all oi-dinary cases, be ultimately a gain on the 
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whole to the hunger region including the two districts ; since tlie 
labour that would otherwise have produced hardware may be 
employed more advantageously in some other way. But it 
should be observed that there is no geneml reason for assuming 
that this new remunerative employment will be found within 
the limits of the district — say B — in which the production of 
hardware has been superseded: especially if the lalxjur thus 
disptmsed with is a considerable part of the whole lalK)ur of B. 
This point is not of great importance so long as A and B an» 
within the siime country; but when, in the next B(M>k, we conui 
to consider the arguments for jw^rfbct freedom of tnxde between 
difterent countries, we shall have t«» take note of tin* disphice- 
ments of labour that, in cfuliain (tireiimstances, tend to {Ac- 
company the development of such trade. 

§ 8. The consideration of the local iind transient variations, 
with which this chapter is primarily concerned, nji tin-ally leads 
us on to inquire how far tendencies of cluinge operating 
uniformly or mainly in one direction, and thiTefore more penmi- 
nent in their effects, .ire discernible in the p?ist history and 
present c<indition of industr}’: how i’ar, in short, the future 
economic histoiy of our existing societies can be inferred from 
the exj)(jri('nci‘ already g.ained of their hiws of devi^lopmeiit. 
This inquiry is a most fjiscinating one: but. it does not seem to 
me cajiable of biiing iiLstructively treated in {iiiy detail, accoid- 
ing to the method adopted in the present Book; i.e., :is a 
pi\>bleni ol‘ economic sc-ience as distinguished from general 
sociology. And indeed any general foi-ecjist of future econmnic 
changes, attjiined by any method chiiming t{) be scientific, 
must, I conceive, be vague and conjectural, except so far fus it 
is {ivowedly hj’pothetical. Hypothetical changes in ])i eduction 
and distribution — the h}q)othesis being thjit some one of the 
impoitiint factora in causing the pr(*sent sbite oi’ things under- 
goes Ji chjinge while the others renuiin statiomiry — {ire Tu)t 
difficult to work out: indeed I have already found it convenient 
to indicate such hypothetic{il results to some extent in previous 
ch{ipters, in order to m{ik(i clear my view of the economic forees 
whose combined operation maint{iins the {ictual distribution 
of pi*oduce. But any positive prophecy of the industrial 
fiiUire of civilised s<x!iety — involving, {is it must, {i forecast 
of the probable changes, in kind or amount, of all the impoiliant 
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factors — is indefinitely more difficult. Any such prophecy 
must either be in a narrow sense empirical, and therefore only 
useful in relation to a very limited period of the proximate 
future, or else, if it ventures to look further ahead, it must 
content itself with giving very vague and dubious answers to 
the questions of most interest. Still it seems desirable to 
attempt briefly such a vague and general forecast of economic 
changes as seems to me possible, without going beyond the 
limits that I have marked out for myself in the present 
treatise \ 

But in owler to attain even such guarded conclusions, we 
must begin by making certain assumptions. We must assume 
that the present individualistic onler of society — the regime of 
private property and free contract — is to be maintained without 
any fundamental change: and we must also tissume the con- 
tinuance and increjising diffusion of the progressive civilisiition 
which now unites into one organic whole the inhabitants of 
Europe and of the countries colonised therefrom. On the b.asis 
of this latter assumyjtion we may lay down genemlly that 
population will increase in the aggregate of countries that will 
share this civilisation, an<l with it accumulated wealth, and 
that the aits of industry will improve: though w(j cannot say 
what will be the relative proportion of these different kinds of 
growth — nor can we, of course, affinn that population and 
wealth will increase in every pait of the civilised world. 
Assuming iniprevement in the aits of industry, we may state it 
as probable that any given utility will be attained hereafter by 
a diminished expenditure of “labour and capital,” that is, 
labour, and delay interposed betwetm the application of the 
labour and the enjoyment of the utility at which it aims; 
excejit so far as (1) the consumption without replacement 
of the “unearned” gifts of nature, or (2) the diminished ratio 
borne by these natural bounties to the needs of the incre^ising* 
population, renders it needful to use more labour and capital to 
obtain an equal quantum of utility. We may expect, therefore, 
that, generally S]>eaking, commodities that are now made by 
complicated processes of manufacture will fall in value relatively 
to most products of mining and agriculture : but whether any 

' Especially since Mill bos treated this part of the subject at some lengtZTin 
his IV th book iu a confidently dogmatic manner which I am unable to imitate. 



CHAP. JLl 


VAKIATIONS IN DISTRIBUTION 


38T 


particular class of human needs or desires is likely to be satisfied 
hereafter with more or less outlay of labour and capital than it is 
at present, cannot, I think, be clearly foreseen. Primd /cuxie the 
operation of the causes that tend to incre^ise cost would seem 
to be most marked in the case of the products of exti-active 
industiy ; since the supply of any particular metal, from any 
given district where mining flourishes, is continually being con- 
sumed without replacement; and after a certain amount has 
been extracted, any further supply fi'om the same district tends 
to bt-i obtainiMl at .a continually increasing cost. On the other 
hand, this tendency is counteracted by the dist^oveiy of new 
soui-ces of supply and new developments of the arts of mining: 
and 1 do not think that we have any means of deciding which 
of these conflicting forc*-es is likcdy to be sti-ongest — so far as the 
geneml effect on the civilised world is concerned’ — within any 
peri(Kl which it is worth while to consider. 

An exception must 2 )erhaps be admitted in the cjise of gold: 
since, owing to the eagerness with which gold has been sought, 
and the comparative ease with which it has been extnicted ft’om 
the alluvial deposits that have furnished so large a |>art of 
the supply hitherto obtained, it is reasonable to siippose that 
this sourc!e of sui)ply is by this time to a gi*eat extent exhausted 
over a giv.Jit jiart of the civdlised world. It seems, therefore, 
probable that before very long our supplies of g«)ld will be 
chiefly obtained by the hitherto more costly Jind difficult 
process (d’ viun -mining : and that in consequence the value 
of gold will rise veiy materially unless some gi’etit change, such 
as we have at present no ground for anticipating, should tjike 
place in the demand for the metal. But even this pi*obability 
is, I conceive, at present too remote and uncertain to have 
strong claims on the attention of practical men. 

^ Uomewhat more definite probabilities are doubtless obtainable as regards 
the prospects of mining in any particular country in which mines have long been 
, worked: but even these must involve a large element of uncertainty. In the 
case of England special attention has been given to the prospects of coal mining 
with which the future of the great iron industries of the country at present 
seems to be bound up. The question was examined by a Royal Commission 
who arrived at the conclusion that the available coal in England may be expected 
to be exhausted in three or four hundred years, supposing the consumption of 
coal to increase in the future at a rate simply inferred from its past increase. 
But this supposition requires us to assume an increase of population which must 
bfy^arded as liighly problematical. 
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The condition of* agriculture in a new country is often to 
some extent similar to that of mining: so far jis tillage is 
applied to naturally fertile lands whose fertility is gradually 
exhausted by the coiiijKimtively unlaborious methods of culti- 
vation, which are also the most economical methods so long 
as land is ])lentiful and cheap. But this state of things passes 
awaj^ }is the country gets filled : juid at any rate after a certain 
density of |H>pulation htis bt‘e.n rejiched, the agricultural pro- 
cesses that Jire on the whole most economical are such as 
continually nuiintain the productiveness of the land cultivated : 
so that henceforth, apart- from gi-owth of population, there 
would be no important^ rejison for anticipating a future inci-ease 
in the cost of obtaining agiiciiltunil prtKluce. Supiwsing, how- 
ever, that there is to be a growth of population in the world at 
large similar to that which has alnwly taken place in the 
countries most industrially advanced, what I have ciilled the 
“finar* c<»st of obtaining the agricultural prcxluce rtnpiired for 
this iKipiilation — i.e., the cost of the costliest portion need(*d to 
meet the dcuiiand — must some time or other be materially 
increased, unless an i*ntirely novel development should bike 
pliice in the art of agriculture. VVe may infer this by con- 
sidering what would take place if England and the most fwl- 
vanced parts of Weste*ni Eiiro|)e were now cut off from tnwle with 
the rest of the world : there can be no doubt that the juice of 
agiicultur.il prcxluce would be materially raised in constiqueiice 
of the more than projiortional outlay of labour and capital 
which would be required to produce the Jidditional amount 
of such produce that (*ven the existing j>oj)ulation would need. 
More land would be wanted and more expensive processes would 
be apjdied t(» the land now under cultivation : the price* .and 
remt of land would rise in consequence, and all members of the 
community except landownei-s would suffer |)roi)orf.ionally as 
consumers. And a result similar to this must be anticipitcd 
hereafter for the civilised world, unless ]:K)pu]ation is checked — 
or the arts of agriculture improved — in a manner which the 
experience of mixleni civilisjition gives us no positive reason to 
anticipate. 

' We Bhould have, no doubt, to look forward to the exhauRtion of certain 
supplies of manure — such as guano — but this is a kind of loss which we may 
fairly hope to see reduced to insigniiioance by improvement in the arts. ' 
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So far, I think, the Ricardian doctrine Jis to the tendency of 
agriculturdl rent to increase as society progresses must he 
admitted to be true. But this ultimate result is fis yet very 
<listant — far beyond the limits of any practictil fbrec-ast. And 
Ave have no reason to expect that theiv will be anything like a 
steady rise in the price of agricultunil produce, or in the price 
and rent of agricultural land throughout the civilised world, 
during the interval of time that we have to jiass through before 
we i*each this ultimate result. For a long time to come the 
pressure of incrofising population may efisily be more than 
counterbalanced by improvements in agriculture and trade. 
And, as regards incn?ase of rent in particular, it is not impro- 
bable that agiicultural improvement in the* future may partly 
Lake the direction either of diminishing the natural diffeiences 
in the productiveness of dilf(!rent kinds of land similarly (uilti- 
vated, or of diminishing tin* differences in their economical 
value by a mfire (careful utilisfitioii of th(*ir sjiecial atlaptation to 
different kinds of cultivaticm*. If this should take place to any 
great extent, then, until all the land suscoj)tible of this equa- 
lising pnx'ess has been brought under its influence, the progr(\ss 
of pojmlation, trside, and agriculture* combii)<^d is likely to 
cfuise fluctuations incapabli* <»f being tioav foreseen in the* rent 
of agricultunil land ; rather than tlu* sternly increase which 
Ric^nlo regards as inevitable, in the })rice piid “for the use 
“ of its original and indestructible pow(u-s.” 

I do not, however, think that then* are any corresponding 
reasons for doubting that the diflFerential value of building land 
in towns ivill continue to increase stejuiily as civilisiition pro- 
gn*Hses. It is indeed possible that thi* growth of towns may bo 
a less prominent feature of the development of civilisation in 
the future than it hiis been in the pist: but I know no |K>sitive 
grounds for anticipating this. And if the proportion of urban 
to rural po|»ulation increases sti'iidily, sis a ci»untiy becomes 

* Mr Siiiiou W. Patten of roUtical Kcoiiomy^ c. vi. p. 173) argnea 

that this IK even now, to an imjiortant extent, the tendency of ugrioultural 
improvement. **The progresH of civilisation cauKcH much of the poor laud 

**to become good, not only through the inoreaseA une of capital and skill, but 
** also through the gradual change in the demand for food, allowing those crops 
** to be raised for which the land is best fitted. There are two opposing tenden- 
** cies, the one causing inferior land to be cultivated, the other changing the 
iq^rior lands into good lands.” 



384 


POLITICAL ECONOMY 


BOOK IT 


more thickly inhabited by a civilised population, it is scarcely con- 
ceivable that the proportion of the whole produce, obtained by the 
owners of land in or near towns, should not increase pam pdsm. 
Turning from rent to interest, we again find hj'pothetical 
prediction easy, but positive forecast difficult. It is obvious, 
in the first phice, that a rise in rent due to the cause just dis- 
cussed — if not compensated by improvements in other depart- 
ments of industiy, rendering lal>our and capital on the whole not 
less productive than before — must tend to be accompanied by a 
fell in the real returns to aipital, as well as in the real rtunune- 
ration of labour. Putting this consideration on one side — i,e., 
assuming for simplicity that industrial imj)rovement just 
balances the tendency of increased population to incrcfise the 
“ final ” cost of agiicultunil prtxiuce — the prospect of a rise or 
fell in interest depends bn the probable future proportion 
between (1) the increase of saving and (2) the ’ incroase in 
the industrial and other demands for capital. Neither (1) nor 
(2) can be predicted with any confidence : but I should conjec- 
ture that the impulses that prompt to accumulation aro, oii the 
whole, likely to gi’ow stronger in avemge men, as civil isiition 
progresses: for though the development of cultun*. may make 
some persons sjKjnd their time in artistic or scientific pursuits 
who would otherwise have been absorbed in money-making, 
I think that the diminution in accumulation due to this cause 
is likely to be more than compensated by the general increase 
in men’s concern for tlie future. 1 think, therefore, that — if the 
individualistic organisation of society remains substantially 
unaltered — the proportion of capital to jHjpulation is ceteris 
paribus likely to increase. Is then the increase in the demand 
for capital likely to balance this incrciise in supply ? On thi; 
whole, it seems to me most probable that this will not be the 
case ; for the non-industrial demand for the savings of indivi- 
duals, chiefly for warlike purposes, which so markedly charac- 
terises the century that has just elapsed, can hardly be regarded 
as likely to be a nonnal incident of the preponderantly indus- 
trial period of civilised histoiy which seems to lie before us : 
and though hitherto, no doubt, industrial improvement has been 
accompanied by an increase on the whole in the industrial 
demand for capital, I do not see — as I have before said^ — why 

1 See page 160. 
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this should alwaj^ be the case. Some I’ecent inventions have 
tended impoi-tantly to diminish the demand for capital, — e.g,, 
the use of the telegraph by traders has tended to reduce the 
amount of goods that it is necessaiy to keep in stock, for the 
most economical performance of the functions of tnule ; and it 
seems quite within the limits of probability that the inventions 
of the future may have this effect to a greater extent. On the 
whole, therofoi-e, I should be disposed to conjecture that the 
demand for capital will not increase so as to balance the increase 
in supply, and that, therefore, the rate of interest will slowly 
decline. I should expect the decline to be slow, owing to the 
check that the fall will give to accumulation : but 1 see no 
reason for plaging a definite limit to it : I do not see why it 
should not go on till the interest on capital not employed by its 
owner does not amount to more than a fair insurance against 
risk, so that the desire of obtaining inteixjst cetiscs to be an 
imiK)i*tant int>tive for accumulation ; though there is no reason 
to think that this limit will be reached until after a very' long 
inteiwal. 

In speaking of rent and intei*est I have by implic.ation Siiid 
all that seems to be necessary on the pixrspecis of increases or 
decrease in the avemge remumuution of labourers taken in the 
aggivgate. Nor is there much that could profitably be said — 
even in the most conjectural way — as to the probable distribu- 
tion of the aggregate remunemtion of labour among different 
classes of labourers in the industrial community of the future, 
without going cleai’ly beyond the limits of the method adopted 
in the present Book. For I ctmjectui’e that a very important- 
fiictor in the distribution of the future will be Monopoly formed 
by Combination, of varying degrees of completeness: and that 
acconlingly the case noticed at the close of tlie bust chapter — 
in which Combination meets Combination and determines the 
division of gjxin and loss othei*wise than competitively — is likely 
to be a common cjise. Who precisely will combine wdth whom, 
or against whom, it would be Rish to predict: nor (as we have 
seen) does economic science enable us to determine the 
principles on which the opposing combinations will settle their 
disputes ; though it may give some instruction Jis to the appli- 
cation of any priiiciijle that may be jiccepted for this purpose*. 

^ * See c. vii. § 7 of the next Book. 
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(CHAPTER XIL 


Custom. 

§1. In tho preceding chajitei's we havt* been chiefly en- 
deavouring to asceilijiin tht‘ general way in wliieh the exchange 
values of material products and the remuneratiini of diflerent 
classes concomed in industry would be d(‘tonnin(*d in a society, 
whose members enjoy perfect fixiedom of contnict and free*dom in 
t ht? choice of domicik^ and calling, and further possc‘ss the chanic- 
t(*ristic of always seeking fco obtain for the commodity that they 
exchange the largest real return that they know to hv ol)tain- 
able — tiiking all kinds of gain and loss into account. It is 
only in respect of the assumed universjil presence* of this chiinu*.- 
ti'ristic, not in the absence of any ordinary human imjmlses 
compiitible with this, that the ideal individual to whom our 
economic deductions directly ridatti — the “economic man” as 
he hiis been called — should be conceived tr> differ frinu im 
ordintirj’ member of a mcKlern civilised community. That such 
a difference exists, to a not unimport, ant extent, has been in- 
cidentally noticed sevenil times in the preetding chaptem : but 
it seems desirable, before concluding this part of the treatise*, to 
analyse its causes rather mon* fully than has yet been done*. 

The main part of these causes is, by many writem on 
jiolitical economy, d(*signated bromlly under the gener.il term 
Custom. Mill, indeed, go(*s so far tis to say that “under the 
“ rule of individual pro])ei*t,y, the division of the produce is the 
“ivsult of two determining agencies, Cotni)etition and Custom.” 
And if we leave Combination' and Governmental interference 
out of account, .'uid take (histom in one comprehensive sense, the 

' As 1 have befon; observed, combination, though opposed to competition as 
the term is ordinarily used, is not excluded by the fundamental assumptions of 
the theory of competitive distribution. «. 
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assertion is approximately tnie: but it is importtint to dis- 
tinguish the very different motives and ecomiinic forces whose 
operation is thus summed up, in onler to ascei-tain clearly how 
far they can properly be said to conflic.t with Competition. 

In the first place, the won! Custom is commonly used to 
designate two quite distinct tendencies of human nature : the 
tendency to do what one has done before and the tendency to 
do as others do. Both these tendencies equally oj)erate to pi*e- 
V(Uit that continual modification of ac;tion in order to jidapt it 
to the continual change of men’s circ^uinst^inces and oppor- 
tunities, which is required to realise completely the greatest 
possible economy in prcKluction, and the scheme of distribution 
that (‘conomic science* contemplat(‘s. Men (jontinually get 
less for their money, gtMxls, or servic(‘s, because they exchange* 
them not in the best market but in thfj market they have been 
used to frequent ; and they continually pnKhice less than they 
might do by a givcm amount <»f labour, b(*causL thc‘y follow not 
the bi*st methids that hav(i been invented and published but 
the methods followed by their neighbours. At th(^ same time 
ejich impulse has economic effects of very <lifferent kinds and 
blt*nds with and is sustaini‘d by very various inoLives. 

To <»btain a clear view of these it will be w(‘ll to denominate 
each of these tendencies separately. For convenii*nce’ Siike we 
will spi*ak of the former Jis Habit, and reserve the tcjnii Custom 
to the latter (though by the usage of languagt* it is e(pially 
apjilieabk' to the fonner). 

T will begin by noticing the obvious hict that both custom 
and habit, though they often inteiiere with an alert Jind vigilant 
pursuit of amelioration, are also ti» a great extent economically 
useful in saving time and labour. By cluing what he hcis done 
before, or what others do, a man avoids the necessity of d(.*ciding 
anew on each occasion, where the advantage that can be gaim*d 
by the best decision is not worth the time and trouble spemt in 
making it. Hence the Goodwill of a business would i\‘main a 
valuable possession, however intelligently all jairchiisers aimetl 
at the maximum of ec^momic gain in thc»ir purchases : (^specially 
if we juid to the advant^igo of trouble saved, the* further lul- 
vanbige which the purchjiser of any commcxlity obtiains through 
fixed habits of dealing, in a general disj)osition of the seller 
with’^hom he deals to oblige him. 
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Next, in explaining the obstacles which Habit continually 
presents to the iidoption of economic improvements, we must 
distinguish between the mere blind iidhesion to an ticcustomed 
routine, and such rational aversion to the expenditure of labour 
and wiiste of acquired dexterity involved in learning new 
processes jxs would be felt by the most jHirlectly “economic** 
man. 

Furthei-, so far fis the brejieh of habit involved in a change 
of work or residence causes actual discomfort, it is j)Ossible that, 
on the strictest calculations of self-interest, this drawback may 
outw€jigh the pecuniar^’ gain that would result from the adoption 
of the proposed change. The ties of mere iissociation formed 
by a man*s prt'vious life, no less than the ties of social or 
jiatriotic affections, constitute an economic force opemting to 
keep a man where he is, the actum of which is in no way 
excluded by the* fundamental assumptions on which the theorj^ 
of competitive distribution proceeds. 

Finally, it should be observed that a man’s habits of dealing 
are frequently sustained, even when they have become econo- 
miciilly disjidvantageous to him, through his synqiathy with the 
exptjctations that they have* excited in the minds of othei*s, and 
the disappointment that would be produced if they were dis- 
continued. Ffjr the tendency to do what om? has hitherto done 
has its counterjwirt in the tendency to expect to be treated as 
one hiis hitherto been ti*eatcd: and the breach of such expecUi- 
tions, if the loss caused by it is considemble, is often felt to bi‘ 
a hardship, if not exactly an injustice, even in cases where no 
legsd claim could be based upon them ; so that moral and 
sympathetic motives co-operate in preventing such a brefujh. 
Perhaps the most conspicuous effect of these mingled motives 
is seen in the case of domestic servants; men continually endure 
a modemte, and not rarely a large, amount of incompetence in 
an old servant rather than inflict the hardship of dismissal ; and 
that even when they do not feel any special affection for the 
person thus Ixmefited, 

§ 2. In the cases just mentioned the grievance is much 
greater, and the motives preventing divergence much stronger, 
when the hahitiml conduct has been also customary — in the 
sense in which I have distinguished this teiin from “ habitual.” 
Customs thus operating vary indefinitely in usage juid dufation: < 
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for instance, English landlords have often allowed their farms to 
be let at rents below the market rate, merely because their ances- 
tors — pfirhaps only their fathers — did so before Tiheiri. More 
widely-extended customs arc^ often i-egjirded as mtjrally binding 
even where they do not cany with them any legal obligation.. 
It is thought to be inexjuitable to i-efuse to jwiy a man what 
IKjrsona of his class usually receive for a given service, or, by 
flaking advantiige of spi'cial circumstance's, to make him jmy 
mort^ than is ordinmily paifl for any s(*rvice that he receives. 
Indeed when a man speaks of “ fair wages ” ft)r his work he 
often seems to mean no iiuire than customary wages ; and when 
he complains of being charged “extortionate” ]»rices, he imn 
(»nly deftuid the epithet by an ap]K>a1 to (aistom. How far such 
an appt;al is founded on rejison, we will herc^after consid(*r: here 
\vi) need only observe that even in the mf)sfc ec(»n<»mically 
.•wlvanced of existing communities, miiterial divergi^nees from 
j)iirely e(»my)etitivii distribution an; to be referred to Custom 
(M)nsciuusly or unconsciously de»termining notions of etpiity: while 
in other ages and count.ries the influence of this j)rinci))le hjU< 
jiredominated so much r»ver that of Competition, as somc*tinies 
to reduce the oj)er?ition of the latter within very riairow limits. 

It is to be observed, howevtu*, that customs determining 
remuiU'Rition may be effective without assuming the dignity of 
moral rules. For instance, thi‘ customary payment of fei*s for 
eertiiin professional services — such as those of physicians and 
solicitoi-s— is not, 1 think, supiiortiM.! by any general sense that 
the sums jwiid are just what thi* services in «|iie«tion are fairly 
worth. Rfither, iis I have alrea^ly suggest(id, the t‘ffect of 
custom in such Ciises, at least in the existing (Mmdition of such 
a society as our own, blends with that of tiicit combination; e.g,, 
the fact that it is customary to pay a })hysician a guine^i for 
his professional advice tends to produce a general accyuiescencc 
in the charge, which it is the interest of ])hysicians genemlly to 
maintiiin and which it might not l)e ejuiU; so easy to gain for a 
revised tjiriff of fees ; and, therefon*, unless jihysiciaiLs iis a body 
form a decided opinion that their avemge eamings would be 
increased by a different charge, the existing cusfran is not likely 
to be disturbed. Still, if it appeared to be clearly the interest 
of pjiysicians as a class to raise or lower ’the customaiy fee, it 
can hardly be doubted that the union of the profession is 
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sufficiently strong to im]>ose such a change both on the jniblic 
and on any recalcitnint monibei's of their own liody. We may 
say, therefoi-e, that the existing tee. is detenu ined by custom, but 
under the condition of not differing materially from what would 
be deteraiiiK^l by exj)ress combination. 

Again, thi^re aiv certiiin customs of cxjiendituiv which, with- 
out being momlly obligator}*, are yet supported by effective scxjial 
sfiiictions: s(» that tht‘ brtiiich of them is either certain or likely 
to be a bill- to em])loyment, or at any mte to success, in certain 
<*allings, or otherwise to t;ntail pecuniaiy loss. The obligations 
thence arising are in pai*t strictly professional ; such, for example, 
4is the nticessity of wearing a certain dn‘S 8 : ]uirtly, again, thty are 
attjiched to the social gmde fhun which tlie class of labourers in 
question is chiefly taken: thus a clerk wt)uld incur disfavour by 
wearing the (11*088 of a iiKichanic ; a physician vvoidd not succ.eed 
who did not appear to live in a style abovt^ that of an oixlinar}* 
clerk ; it is even considen^d a jart of the dnty of certain highly 
jiaid officials t.o give costly entertainments. So far as such 
customary exjM'iiditun* is geiu‘rally felt to b(‘ bui*donsonKs it 
should not lx* reganii'd jis a part of the sjiender s consunqition, 
economically 8 ])eaking: but ratluu* jis a ]mi*t» of the cost of ])ro- 
duction of his servic(*s, which will, therefore, U*nd to lx* returned 
to him in the remuniM'ation receivtjd for them. If, h«)wev(u*, the 
custom coi*res]M>nds t o — and is, in fiict, sustained by — the gener.il 
tastes and inclinations of pei*sons of the s<x*.ial gnide from which the 
labounu's in (piestion are chi(»fly dniwn, it will only tend to mise 
the wages of such lab<»urei*s so tiir as it constitutes an additional 
obstactle to the competition of as])irants from th(‘ gnuie below. 

In some Ciises, agjiin, the iu*gh»ct of rec(*ived customs of ex- 
pendituix' would hardly eithiT ])r(»v('nt a man from obtaining 
work of a jKirticular kind, or detrat^t li*om its jiecuniary emolu- 
ments; it would merely diminish his share of the sixial consi- 
deration that commonly attaches to these functions. This K^ads, 
us to notice that the actual allotment of s(xial miik to diff‘ei*ent 
callings itself de])i‘nds to a gi*eat extent on the stability of 
custom; bcMiig often materially different from the allotment that 
might be ex|>ected to ivisidt from an intelligent consideration of 
the import(ince of different sexial functions, or of the qualities 
requii-ed for their efficient perfirmnance. At the SJime time this 
influence of custom, however imitional it may seem, is yet 
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a motive force which an intelligent pursuer of private interest 
cannot disreganl. For even if .such a ijerson were so exception- 
ally constituted as to derive no immediate satisfiiction fnmi 
social consideration, he could hardly tail to find it useful indi- 
rectly in various ways. 

§ 3. It thus a})peai-s that only a part of the great and varicMl 
influence of custom win l>e regtuded as a force opposed to com- 
petition in such a way that the fuller dtwolopment of the latter 
must necessarily diminish it. So far as the maintenance of fixe«l 
habits of dealing, and rates of remuiujmtioii not frequently 
changed, leads to economy of time an<l labour, the develoiJineiit. 
of coinpe.tition has of coui>ie no tendency to modify it. Ko far, 
again, iis custom determines th(‘. social consideration atbuihing 
t<» certiiin kinds of work, or imjK>ses ccjrtain modes of outlay iis 
a condition of obtaining such consideration, its effects should, 
1 conceive, be treated merely as a part of the pre-existing 
social circumstances in which the laws of competitive distribu- 
tion are sujiposed to oporite. Customs in this latter sense may 
be altered, indeed are continually being altei'od to some extent, 
by lhi‘ ))rogress of civilisation; but the m<‘re development, 
intensive and extensive, of the intelligent pursuit of ))rivate 
interest has not in itself any tendency to altiT them. Nor, 
ag}iin, can we say that such development will necessaiily tend 
to oblitiU’jiU* the effect of customs that fix the money-])rice of 
services, s(i far as they are really sup]»orted by a veik‘d or liacit 
combinati(in of the. persons to whom they are profitable ; though 
it will prolwibly tend to striji off the veil and render the com- 
bination open and avowed. 

Ther(i remain two' inqiortant and fundamentally different 
ways in which the influences of custom and habit undoubtedly 
count-enict, t© some extent, the force of com])etition. Fii-stly, so 
far as the mere tendency to follow u.se and wont opemtes 
^blindly, without considtjmtion of the consequent gtiin and lo.ss, 
its force combines with that of simple inertia and candessness 
in diminishing— or, still more often, retaj-ding — the changes in 
wages or pi-ict»s cra-resixinding to changes in the conditions of 
industry, w^hich competition tends to bring alwut^ Secondly, 

^ It is solely to this diminution and retardation of the effects of competition 
by the mere vh inertiae of custom that 1 should be disposed to apply the 
metaphorical term ** friction," wliich some economists have used more vaguely 
and widely. 
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SO far as men’s sense of Justice or Fairness is consciously or 
unconsciously determined by Custom, its influence may be con- 
sidered as a part of the aggregate effect of moral or quasi-moral 
sentiments in modifying the competitive distribution of produce. 
Besides the sense of justice — which, be it observed, has some- 
times acted powerfiilly in a direction oj)posed to use and wont — 
we may note patriotism, philanthropy, pity, friendship, re- 
ligion, and other forms of devotion to an ideal, as emotional 
forces that come in various ways int^o conflict with the desire of 
private gjiin. So far, indeed, as such motives merely induce 
men to dcvot»e. income or time and energy to other purposc^s 
than those of private enjoyment, their effects need not be in- 
cluded among the phenomena with which economic science is 
concerned; thus almsgiving of all kinds, and other donations 
to individuals or public objects, may btj considered as consti- 
tuting a secondaiy" rt;distribution of wealth, valuable as supple- 
menting the defects and mitigiiting the rigoiii*s of the primaiy 
c'oinpetitive distribution, but not recpiiring to be Uken into 
jiccount in economic imsonings, except in H])ecial (?fises in which 
it influences the primary distribution. And doubtless moral 
sentiments and ideal aims do actually exiucise this kind of 
influence in certain cases : a certain amount of the labour fi*om 
which men obbiin their livelihood is }H^iformed foi* remunemtioii 
less than might be earned in some work no more’ fatiguing or 
disagreeable, from a delibemte ])ostponement of the labourer’s 
])ecuniary interests to other aims. I do not, howevei*, think that 
the effects of these elevated sentiments in modif\’ing the action 
of mmoinic forces aixi of fundamimtal im]W)rtance in modem 
societies Jis they jictiially exist: and to investigate systematically 
the probability of theii' becoming more imporbint hei-eaftiT 
would cany us beyond the scope of the present tueatise into a 
study of the general histoiy of society. It aj)])ears to me, there- 
fore, that what I have to say on the actual relations of Morality 
and Political Economy w-ill be most conveniently said in con- 
nexion with the discussion, to which we are now to puKseed, on 
the principles which ought to regulate the economic intervention 
of Government. 
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CHAPTER I. 

THE ART OF POIJTICAL E(^0\0MV. 

In this thiixl hook of iny treatiHe I j>ro])osi» to discuss hrioHy 
ihi* jiriiiciples of PolitiwiI Economy considered as an Art or 
di^pirtment of the gtineral Theory of Pnictice. It has been 
alre^idy observo(P, in the introductory portion of this woik, that 
the “principles of Political Economy” are. siill most commonly 
undi‘i*sto(Kl, 4‘ven in England, and in spite of many protests to 
th(‘ contrary, to be practical principle's — rules of conduct public 
or private: and that, this being so, confusion of thought on tin* 
subject is likely to be most ettectually prevented, not by con- 
fining the Thi'ory of Political Economy to economic Hcience in 
the strictest sense — tin* study, whether by a j)ositive or a hy]H)- 
thetical treatment, of the actually existing jmiduc.tion and 
distribution of valuable commodities — but b}' marking and 
maintiiining as clearly as jxissible the distinction between the 
points of view of thi* Science and the Art res]K*ctively, and the 
Tiu'thods of reasoning appropriattJ to each. 

How then shall we define the scope of Political E<‘onomy 
considt*red ;is an Art * 

If we follow the indicsitions of languagt*, it would seem to 
be a branch or a})])licixtion of a more gi'nei-jil art calh^ 
Economy ” without qualificiition. Another branch of this 
more comprehensive art is commonly recognised as “Domestic 
“ Economy ” or “ economy in household mattei-s.” Here the 
objeetT with which the. economist is concerned is wealth or 
money ; but we equally speak tif “ economy (d* foi-ce ” in a 
mechaniail aiTangement without ix'ganl to its utility, and of 
^‘economy of time” in any enqiloynient whether pnKluctivo 


’ Introduction, c. n. § 1. 
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of wealth or not. Comparing these diflerent uses, we may 
define “ Economy ” generally as the ai*t or method of attaining 
the grejitest possible amount of some desirable result for a 
given cost, or a given result for the least possible cost ; coat ” 
being of two kinds, either (1) the endurance of ]>ain, discomfort, 
or s<Jinething else* undesimble, or (2) the sacrifice of something 
desirable, either as iin end or a means ^ 

The Art of Politiwil Economy, then, would seem to be 
Economy aj)plied to the attainment of some desirable result 
not for an individual but for a politiciil community (or aggi’egate 
of such communities). 

So fsir we may hojie to avoid controvei’sy. But when we go 
on to ask what the desirable result is which Political! Economy 
st^eks to realise, we find this (|uestion less easy to answer. 
It has ali-ead}" been noticed* that Adam Smith and his 
earlier successors, so far as they ti’eated ])olitic*al economy 
as an art, conc4‘ived its end to be that the* national produc- 
tion of W(*alth should be* as gi*eat jus possible*: Jind hardly 
appear to luivc* (*nteitained the notion of aiming at the best 
possible distribution. But this limitation of view is not in 
ju'conlance with tlu* oitlinary use of the wider tenn “(‘Conomy.” 
The idea of an economic expenditure of wealth, of which the 
aim is to make a given junount of wejilth as useful as 2 )Ossible, 
is <;ven imin* lamilhu' than that of economic production of 
wc*alth: in fact domestic economy, as oitlinarily undc‘rsto»Kl, 
is simply thi* ait. or faculty of “ making we»dth go jis fiir jis 
“possible.” And it seems most in hannony with the received 
division of c*conomic. science, adopted in the juvsent treatise, to 
recognise at lesust a ]K)ssible Art of Distribution, of which the 
aim is to apjiortion the prcxluce Jimong the membei’s- of the 
community so that the gre^itest amount of utility or sjitisfaction 
may be derived from it. 

It may be said thjit this latter inquiry takes us beyond 
the limits th.at ])ropcrly separate Political Economy fram the 

^ I have before nr^ed that labonr is not necessarily to be regarded ag some- 
thing disagreeable; all that we can infer from the fact that any kind of labour 
has to be paid for is that some, out of the whole number of persons required to 
furnish all the labonr that society is prepared to purchase, titlier dislike this 
labonr or prefer some other kind of labour either for its own sake or for 
its results. 

> Introduction, c. ii. § 4. 
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more compi’eherwive anH more difficult art of genenxl Politics ; 
since it inevitably cjirries us into a regii»n of investigation in 
which we can no longer use the com|>aratively exjict mejisiire- 
mcnts of economic science, but only those mort‘ vague and 
uncertain balancings of different quantities of happiness with 
which the politician hjis to content himself. But the discus- 
sions in Book l. on the definitions of wealth and value seemtMl 
to hiad to the conclusion that the real exactness of economic 
as coiiqmred with ordinaiy politicfil estimates is genenilly over- 
rated. For it there appeared that, though we could measure 
all wealth at the same time and jdace by the oitlinaiy standiinl 
of exchange value, — i.e., money, — still in comjiaring amounts of 
wealth at different times and jilaces neither this nor any 
equally (ixact stiindiini wiis available : and we w(ue acconlingly 
obliged to some extent to fall back cm a nc'cessiirily mon; 
indefinite comparison of utilities. Since, then, even in tht» 
reasonings <»f economic science, an estimate of the utilit}- of 
wealth is to some extcmt indispensjible, no fundamental changt; 
of ini^thod is intro<luce<l by adopting this estimate more sys- 
tematically in the pi-esent ])art of our investigiition. 

It may, however, be questioned whether, so far as we i*egulate 
the distribution of j»r<Mluce, we should do so on the princi))le 
that I have laid d<jwn as “ economic.” Many would urge that 
we ought to aim at realising Justice or Equity in our distribu- 
tion. Hence it seems desirable to examine the j)rinci)>les of 
Justice or Equity that have been prop»)sed as supreme, rules of 
distribution : and, so fai- as any such principles ajjprove them- 
selves on (jxami nation, to consider how far their application 
would coincide with, and how far it would diverge fi-orn, the 
pursuit of the “economic” ideal. 

Meanwhile we may take the subject of Politic«il Economy 
considered as an Art to include, besidiis the tluMuy of jirovision 
for gove»mmental expenditure, (1) the arti of making the 
proportion of produce to ixipiilation a maximum, tiiking gene- 
rally as a measure the oniinaiy standanl of exchange value, so 
far as it can be applied : and (2) the art of rightl}’^ distributing 
produce among members of the community, whether on any 
principle of equity or justice, or on the economic principle of 
milking the whole priHluce as useful as possible. 

• Here, however, it may be asked, whose conduct the Art is 
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Hupj)os(*d to dii-t'ct : and some further exiilanation on this point 
seems eertiainly to he reipiired. Firet, as reganls production, 
— the term “ art of production ” might be fairly understood to 
denote a systtunatic exposition of the rules, by conforming to 
'which in<lividuals engaged in industry may produce the maxi- 
mum of commodity with the minimum of cost. But politiwil 
economy is not usually sup]M)s(‘d to include such an expi>sition ; 
smd it ap])ears to me that it would be difficult to give any 
general instruction of this kind, if it is to be more than a collec- 
tif>n of common -i)laces, without entc'ring moi*e fully than would 
be (convenient into the details of particidar kinds of industry. 
At any rate I do not pi*oj)ose to attcuript this in the present 
Book ; J shall follow tmdition in treating as the main subject of 
Political Economy, regiircleda« an Art of PrcHJuction, the action 
of govemm<*nt for the iTripi*ovement of the national prcxluction : 
but it setuns desimble, for completeness, to include in our con- 
sidersition the* action of private persons for the siirne end, so fiir 
Jis it is not prompted by the onlinary motives of jiecuniaiy^ self- 
inten'st or r<‘gulated on commercial ]>rinciplos. This extension 
of view is still more clearly ciilh^d lor in dealing with the Art. of 
Distribution ; wluue gmtuitous labour and expenditure have, 
especially in modem times, largeh’ supplemented the (‘ftbrts of 
governments t<» mitigate the distressing imupialities in the 
distribution of j)rfKluce, that are incident^il to the (existing 
competitivi* orgjinissitiim of socic^ty. 

Finally, I have to observe that, in defining the scope of 
the art. of ]»nKluction, 1 have implied that the men*, inciv-ase 
of population is not an end at which it aims. This is, T think, 
now the, genemlly jxcccipted view of ]M)litic^l economists. A 
stiitesman, however, will genc*mlly desire, ceteris paHhiiSy a 
large population for his country : and we shall find that sonu 
im]»ortant kinds of govemnamtal intei-ference. Avith industry — 
such as th(‘ regulal.ion of land-tenure! — have b(jen pirtly jid- 
vocatt‘d with a vieAv to increase of po])ulation rather than of 
wealth. I propost*, therefore, in one or two cases to consider the 
effects of governmental interference in relation to this end. 



CHAPTER 11. 

THE SYSTEM OK XATITUAL LIBERTY TOXSIDEREI) IN RELATION 
TO RKODUCTJON. 

§ 1. On tht‘ very thivshohl of tho subject of iutjiiiry 
(iefiiRKl ill the jireceding chapter \\v find onrselv(\s confronted 
by thi' sweeping doctrine that the sole function of an ideal 
government in relation to industry is simply to leave it alone. 
This view seems to be ]iaHly support(‘d in sona^ minils by a 
curious confusion of thought; t.he absence of governinentiil 
interlerence being assumed for simplicity’s sjikc* in thc‘ hypo- 
thetiwil reasonings, by which the values of }ircHlncts and sei-vic(‘s 
are deductively determined, is at the sjiuh* time vaguely re- 
gjinled as a conclusion esbiblished by such reas«aiings. Still 
when mcHlern Politic^al Economy — ^accoixling to the common 
view of its commencement Jis a special scierKie or study — was 
founded liy the “Physiocrats” in the middle of the eighteenth 
centur}^ it Wiis an essential ]Kuii «)f its teaching that a 
sUitesman’s business was not to make laws for industry, but 
merely to ascertifiin and protect fn^m encroachment the simple, 
etemal, and immutable laws of nature, under which jiruduction 
would regulate itself in the best passible w^ay, if govennnents 
would abstfiin fi*om meddling. An<l from this tiiru* forwiu-d, 
under the more enduring influenct* of Adam Smith, the 
accitidited exjKisitoi’s of ])olitic^il economy — at least until the 
CH)m})arfitively rt'cent movement against individualism in 
Germany — have commonly been advowites of Laisser Faire, 
Hence since this doctrine, so far as it is sound, is evidently the 
inoiift important conclusion of Political Economy considered as 
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an Art, it will be convenient to begin this depai-tment of our 
investigation by examining carefully the grounds on which it is 
advocated. 

Throughout this examination it is desirable, for clearness* 
sake, to keep distinct the two ix)int8 of view which we have 
taken separately in the two preceding books. For the pro- 
I)osition that what, after Adam Smith, I shall call “natunil 
“liberty** tends to the most economic production of wealth, 
by no means necesstirily implies the further proposition that it 
alscj tends to the most economic or equitable distribution of 
the aggregati* pnMluce. It was no doubt held by the 
Physiocrats that Natuml Libei-ty tends to realise Natuml 
Justice: and the stime view luis been commonly maintained 
by the in(»re thoroughgoing tbllowers of Adam Smith* in 
Franc(‘ and (Germany, —of whom Bastiat may be taken fis 
a tyjK*, — and hjus been frequently expressed or implied in 
the iitterjiiic(‘S of suboniinate inembei's of the “Manchester 
“Sch(M)l” in England. But I am not aware that it hits been 
expressly affirmed by any lemling economic writer in England 
fn^m Ricanlo downwards; and since the influence of J. S. Mill 
hiis been predominant, I do not think it hjis been the pre- 
vailing opinion even among the mnk and file of the “ orthodox *’ 
8C.hool of }K)litical economy. Many, at any rati*, of those, 
who in England have held most strongly that it is exj)edient 
for govemment to interfere jis little tis possible with the 
distribution of wealth resulting from free comjietition, have 
not maintained this on the ground that the existing inequalities 
are satisfictoiy ; but rjxther in the belief that any such inter- 
ference must tend to impiir aggregate production more than 
it could increase the utility of the produce by a better dis- 
tribution. 

It will be convenient, therefore^ to commence with an 
examination of the arguments by which the system of Natuml 
Liberty is justified in its relation to Pi’oduction. The following 
is a concise statement of the reasoning to this conclusion which 
is moi-e or less definitely implied, and partly expressed, in 
numberhiss pjxssages of the works of Adam Smith and hia 
successors. 


1 For Adam Smith's own view, see Introduction, pp. 20, 21. 
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Assuming as universal a fairly intelligent and alert pursuit 
of the interest of self and family, it is argued that wealth and 
other purchasable commodities will be produced in the most 
economic way, if every membiT of 8<x;iety is left free to produce 
and transfer to others whatever utilities he can, on any tenns 
that may be freely arranged. 

For (1) the regiinl for self-interest on the pirt of consumem 
will lead alwa^-s to the effectual demand for the things that aiv 
most useful to society; and (2) regard for self-interest on the 
part of pi-oducers will lejid to their prodiuttion at the least cost. 
That is, firstly, if any material p«*t of the ordinaiy supply of 
any comiiuxlity A were generally estimated jxs less us(‘ful for 
the satisfaction of social needs than the quantity of' another 
commodity B that could bo ])roduced jit the same cost, the 
demand of consumers would be diverted from A to B, so that 
A would fall in market value and B rise; and this change 
in values would cause* a diversion of the effi)i*ts of prcHlucei-s 
from A to B to the extent reipiired. And, secondly, the 
self-interest of pro<lucei>; will tend to the pi’odiiction of eveiy- 
thing at the lejist cost: for the self-intei’est of entrepreneur's 
will lead them to })urchfise services most cheaply, taking 
account of quality: and the self-interest of labouiiu’s — in- 
cluding its (*x]jansion, through pirental aff(5Ction, into domestic 
interest — will cause them to be tmined to tht* performance of 
the best-])aid, and therefore most useful, services for which they ■ 
are, or ai-e capable of becoming, Jidaj)ted ; ho far as the cost of 
the tminiiig does not outweigh the inci’ement of efficiemey given 
by it. Any excess of laboiirei's of any kind will be ra 2 )idly 
coiTected. by a fall in the ])ayment made foi* thcjir services; and, 
in the Sixnie way, any deficiency will be myndly made up. And 
the more keenly and persistently each individual — \^he,ther fis 
consumer or as producer — ^yuirsues his jirivate inteixjst, the 
more certain will be the natuml punishment «)f in(‘rtia or 
^nisdirected effort anywhere, and therefoi-e thi* monj com - 
pletely will the :uiaptation c»f social labour to the satisfaction 
of social wants be attained. What has b<Hin said applies 
primai’ily to oniinary buying and selling; but it may obviously 
be exteTide<l to borrowing and lending, hiring and letting — 
and, in short, to all ctm tracts in Avhich any exchange of utilities 
takt^» place: the only thing required of government in any 
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such ciise is to secure — by the protection of person and pro- 
perty from force and fraud, and by the enforcement of freely 
made contracts — that everyone sh.all be really free to pui-chfise 
the utility he most wants, and to transfer what he can best 
furnish. 

This conception ol‘ the single force of self-interest, creating 
an<l keeping in tnie economic order the vast and com])lex 
fabric of social industry, is very fiuscinating : and it is not 
sur[)rising that, in the first glow of the enthusiasm excited 
by its revelation, it should have bi^en unhesitatingly accei)ted 
ius presenting the ideal condition of social relations, and the final 
goal of jjoliticijil ]>rogress. And I believe that the conce])tion 
contains a very large element of truth : tht‘ motive of self- 
interest does work powerfully and continually in the inanmT 
above indicated; and the difficulty of finding any adequate 
substitute for it, either jis an inqiulsive or as a regulating 
for(5(i, is an almost invincibh^ obshicle in the way of recon- 
structing society on any but its ])resent intlividualistic basis. 
At the sanui time, before we ac,cept the system of natuml 
liberty Jis supj)lying tlu‘ typi* to which a })ractical politician 
should seek to ap}iroxiniate, it is important to obtain a clear 
view of the generjil qualificiitions with which the argunumt 
above given has to be jiccepted, and of* the* particular cases in 
which its optimistic conclusion is inadmissible. 

§ 2. 1 projK)se, therefore, in the ])rest*nt cha]>ter, to concen- 

trate attentii)!! on these qualificiitions and c'xceptions. And, 
in so <h)ing, I think it will be most instructive to iidhere, in the 
main, to the abstract deductive method of treatment which 
hiis been chiefly employed in the pnjceding Book ; since many 
jiersons who ai^ willing to iidmit that the princi]i]e of laisser 
Jaire ought not to be iipplied unreservedly in thii actmil con- 
dition of huiniin societies, yet seem to supj)ose it to bts demon- 
strably right in the hy'pi^thetical community contempliite<l in 
the general reiisonings of jK)litic4il economy. This siqqwsition 
appears to me seriously en-oneous; hence in the ju’esent 
chapter I am specially c<mcemcd to shew that, even in a society 
composted — solely or mainly^ — of “ exjonomic men,” the system 
of tiatural liberty would have, in cei-tain respects and under 

^ The difference between ** solely” and ** mainly” is important in a part of 
the argument that follows. Bee p. 410. 
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certain conditions, no tendency to re^xlise the beneficent results 
claimed for it’. 

I may begin by pointing out tliat the argument for laisser 
faire does not ttjnd to shew that thi,* spontaneous combination 
of individuals pursuing their private interests will lead to the 
jiroduction of a maximum of material wealth, except so far as 
the individuals in question prcjfiT material wealth to utilities not 
embodied in matter. So far as their choice falls on the latter — 
so far (e.g,) as the wt^althier among them prefer the opera and 
the dmina to th(' arts of piinting and sculpture, and a greater 
iibundance of si*rvantH to a greater elaboniteness in focKl, 
clothing, and ornaments — thtj rtjsiilt of their free action will be 
to rendtT the production of material w^ealth less than it would 
otherwise be. And c\cn taking “pr<Khu;e,” as I ju-opose to do, 
in the wider sense in which it has been tiiken in the ]»rL‘ceding 
Books, to include immaterial utiliti(‘s as w(*ll as material, we 
have still to obs(;rve that mc»n may prefer n»j»ose, l(‘isun‘, 
rejMitation, &c., to any utilities whatt'ver that they could 
obtain by labouring. Thus the freeing of a stuwile j)oj)ulation 
may cause a large diminution of producti(»n (in th(" widest sense* 
of the t.erni); because the free<lmen are ermtent with what they 
can get by a much smaller amount of labour than their mastei-s 
forcA*d them to perform. In short natural liberty ” win only 
tend to the pniduction of maximum wealth, so far as this givi‘s 
more satisfaction on t,he whole than any other miiploynieiit of 
time. 

The imj)oriance of b<>th these qualific^itions becomes more* 

* It is from this point of view that Cairnes’s interestini^ and persuasive essay 
on ** Political Economy and Laissez Faire” (in his Emayn in Political Kconowy 

Theoretical and Applied) appears to me most defective. Cairucs reaches the 
conclusion that Utirnez faire, though the safest “practical rule,” yet “falls 
“to the ground as a scientific doctrine,” by pointing to actual shortcomings 
in the production and distribution of social utility, and tracing tlicsc to the 
mistaken notions that men form of their interests. But this reasoning seems 
to me palpably inconclusive, according to the view of i)olitical economy as 
hypothetical science, whicli Caimes elsewhere expounds {Loyical Method of 
Political Ecottotny, Leot. ii.). What on this view he has to prove is that 
there is any less reason for regarding laUtnez faire as a doctrine of tliis hypo- 
Hietical science than there is for so regarding those deductive determinations of 
the values of products and services which might equally well be shewn not 
to correspond exactly — nor, in all cases, even approximately — to the actual 
facts of existing societies. This, then, is the point to which I chiefly direct 
attention in tlie present chapter. 
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clear when they are viewed in connexion with a third. In 
the abstract argiinient, by which the sptem of natural liberty 
is shewn to lead to the most economic production, it has he 
implicitly tissumed that all the different pirts of produce ai’e 
to be measured, at anj' one time and place, by their exchange 
value’. That is, we have to assume, that utilities valued 
highly by the rich are useful to the community in proportion 
either to their market price, or to the pecuniaiy gain foregone 
in oixier to obtain them. And among these utilities, as we 
have just seen, we must include the gnitification of the love of 
power, the love of ejise, and all the whims and fjincies that are 
wont to take j)ossession of the minds of ])ersons whose income 
is far more* than sufficient to stitisfy oixlinary human desires. 
It is only by this strained extension of the ideji of social utility 
that the ]in)diiction of such utility under the system of natural 
liberty can b(j stiid to have evcui a general tendency to rejich 
the maximum ])r<Kluction jiossible. Thus, for instance, there is 
no n^ason why, even in a community of most perfectly economic 
men, a few wealthy landowners, fond oi‘ solitude, scenery, or 
sport, should not find their interest in keeping from cultivation 
hirge trfxcts of land natumlly fit for the ])lough or for [wisture ; 
or why large capitalists generally should not prefer tt» live on 
the interest of thiur capital, without jiroducing ])ersonally any 
uti 1 i t i es w hats( )e ver. 

The waste of social resources that might result in this way 
is likely to be greater the nuju'er a man approaches the close 
of life, so far sis we sujipose self-interest to be his goveniiiig 
principle of siction. Unless he is sym|)sithe.tic enougli to find 
his gresitest happiness in beneficence, it msiy clearly be his 
interest, sis his end drsiws nesir, to spend Isirger sind Isxrger sums 
on smaller sind smaller enjoyments. Or if we msiy legitimately 
aissuine, s^is politicsil economists genersilly do, that a insin will 
generally wish sit least to kee]> his cajutsil intsict for the sake 
of his dc*8cendsints, we still Imve no ground for making any 
similar general sissumption in the case of jiersons unmsirried or 
childless. Such persons, again, even if they do not sjjend 
their siccumulsitions on themselves, may (and not unfrequently 

^ A certain margin of uncertainty iH introduced, bo far as the interference of 
•government has any effect in altering excliange-value. But this, for our 
present purposes, may be neglected. ^ 
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do) make an almost equally uneconomical disposal of them 
by whimsical or ill-judged bequests. And this leads me to 
another difliculty that stands in the way of the consistent reali- 
sation of the system of natiinU libei*t.y, if extended to include 
freedom of bequest. Oranting that men in general will extract 
most satisfiiction out of their wealth for themselves, if they 
are allowed to choose freely the manner of spending it; it 
does not in any way follow that they will rend(T it most 
productive of utility for those who are to come after them, if 
they are allowed l.o becjueath it under any conditions that 
they choose. On the contniry, it nither follows that any such 
posthumous restrsiiiit on th(‘ use of bequtiathed wealth will 
tend to make it less useful tf) the living, as it will interfere 
with their fi-eedom in dealing with it. How far it would, 
therefore, be geneially useful to im])ose restrictions on bequest 
is a question which mn only be decidcid by a bfilance of con- 
flicting considerations; we have to weigh the gain of utility 
that may be exjKicted from the greiiter freedom of the heirs 
ag«aiiist the loss of utility that may be feared, not so much 
through the diminution in thi* stitisfacstions of the* testiitor — 
which j)erha])s need not. b(‘ highly estimated — but fi’om his 
dirninishexl inducement to pnKluce and preserve wealth. But 
however this question may bci decided, the theoix^tical dilemma 
in which the system <»f natunil liberty is ])laced is none the less 
cleiir. The free jilay of self-interest cjin only be supposed 
to lead to a socially julvantageouK employment of we^alth in old 
age, if we jissume that the old are keenly interested in th(^ uti- 
lities that their wetilth may furnish tr) those who succeed them : 
but if they have this keen inttTest, they will probably wish to 
regulate the em])loyment of their wejilth ; while again in pro- 
portion as they attempt this regulation by will, they will 
diminish the freedom of their successoi-s in deiding with the 
.wealth that they bequeath ; and, therefore, iiccoiding to the 
fundamentiil assumption of the. system of natural liberty, will 
diminish the utility of this wealth to those suci*essoi*s. Of this 
difficulty there is, I think, no theoretical solution ; it can only 
be settled by a rough practical compromise. 

A somewhat similar difficulty arises in resiwct of the en- 
hjrcement of contracts. If all contincts freely made are to be 
enforced, it is conceivable that a man may freely contract 
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himself into slaverj^ ; it is even conceivable that a large mass of 
the population of a countr\' might do this, in the poverty and 
distress caiise<l by some wide-spreading c^alamity. In such 
a cj^kse Freedt>m of Contract would have produced a social 
state in which Freedom of Contnict Avould be no longer al- 
lowed to larger numbers; and, therefore^*, its effect in keeping 
production economic would be coiTesj)ondingly rei<tricted. It 
may be said that such contracts would not really be in the 
interest of the enslavers; and it is no doubt true that, jiccunling 
to the fundamental hypothesis that we are now considering, it 
(!;xnnot bii ^’s interest to make a contnic*t with B which will 
tend to diminish /fs pros])eetive utility to A, taking every- 
thing into jiccount. It is, however, ])ossible that the most 
valiKMl utility which B Oan provide* Ibr A is the giutitication of 
the love of j)ower or sup(‘riority which A will obtain by a more 
com])li‘te control ovt‘r B\ so that it will lx* ^’s intiTest to 
obtain this control at the cost of reiulering B'» labour less pro- 
ductive* — in any onlinary sensi^ of the term. And, again, it may 
bt; jMissibk* for A to make a contract which, though it will tend 
to diminish .Bs pnKluctive efficiency on the whole, will tend in 
a. gr(*ater degret; to incr(*ase ^1 s p?*osp(?ct of secun’ng to hims(*lf 
thi* results of this i*ffic.iency: and, if so, As self-interi*st will 
clearly prom]jt t.o such a contnict. 

§ This last ]jossibility brings us in vii*w of another 
fundamental assumption of the syst,em of natural liberty, the 
limited apjdicabilitv of which it is both theoretically and 
practically iiii[)ortant to notice. In the general argument above 
given it wjis implicitly assumed that the individual can always 
obtain through fix-.e exchange adenjiiate ri‘muneration foi* the 
s(Tvi(tes which he is capable »>f rendering to society. But there 
is no general reiison for .suj)jK)sing that this will always bo 
possible ; and in fact there is a large and varied chiss of cases in 
which tlu* supposition wouhJ be manif(‘stly eiTom»ous. In the^ 
first pl{U*e, there are some utilities which, from their natun*, are 
practiciilly incai)able of being approj)riated by those who })ro- 
duco them or who would otherwise be willing to pui'cluiso them. 
For instance, it may ejusily happen that the benefits of a well- 
placed lighthouse must lx* largely enjoyed by ships on which no 
toll could be conveniently im]K>sed. So, again, if it is economic- 
ally wlvantageous to a nation to keep up forests, on account of 
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their beneficial effects in moderating and equalising nxintiilP, 
the advantage is one which private enterprise has no tendency 
to provide; since no one could appropriate and sell improvi*- 
ments in climate. For a somewhat different reason scientific 
discoveries, again, however ultimately jirofitable to industry, 
have not generally speaking a market value: the inventions in 
which the discoveries are. ap])lied C4in, indeed, be jirotectcd by 
patents ; but the extent to which any given discoveiy will aid 
invention is mostly so uncertain, that, even if the secret of 
a law of nature could be conveniently kept, it would not b(,* 
woi*tih an inventors w’hile to buy it, in the hop<^ of being 
able to make something of it. 

Here I may notice a specially im]M>rtant way in which the 
inequalities in distribution — which natural lilw'rt}" luis no 
manihist tendency to diminish — may rea(*t unfavourably on 
])roduction. 8o far as the most t'conomic production involves 
present outlay for remote results, it may be prevented by tlu‘ 
tiict that the ])ei’sons concerned do not p(»ssess and (cannot pro- 
cure tluj re<{uisite capital : while for othei's who do possess it, 
such outlay woidd not be remunenitivts (»wing to th(‘ difficulty 
of a|i])ropriating an adequate share of th(* resulting increnauit 
of utility. In tht^ preceding Book we have betui led to observi^ 
how the services of the higher grades of skilleci labour, including 
the labour of largt* employers, tend to be paid more highly than 
would be the case if wealth were iiioi’e equally distributed. 
But this result is also pHmu facie evidence that such services 
an* rendered less abundantly than wt>uld l)e the cjiso if the 
labour and (vipital of the comnnmity were most prcxluctively 
eiiqdoyed : since it may be infeiTed that scKiicty would purchase 
an iidditional incri'inent of such serric(*s at a price more than 
sufficient to re])ay the outlay nec(*ssjxry to j>rovide them ; 
while, at the siime time it would not be profitable for any 
capitalist to provide the money, with the view of being repaid 
out of the stilary of the laboun*!* educiited, owing to the trouide 
and risk involved in the defern^d payments. In this way it 
may be pi-ofit^ible for the c«)mmuiiity to ]»rovide technical and 
professional educ.*ition at a cheap rate, even whi‘n it could not 
be re.mun(*ratively undertaken by jirivati* tmterprise. And thus, 
too, the low wages of a depi’essed chiss of labourers may Cfiuse 

^ Cf. Ran-Waguer, Fhinuzicisttemchafty 1*" Theil, § 193. 



408 


POLITICAL ECONOMY 


BOOK III 


a loBs of wealth to the community, from the low standard of 
efficiency which they tend to perpetuate in the class, even when 
it would not be the interest of any private employer of the 
labourers in question to pay higher wages. 

§ 4. On the other hand, private enterprise may sometimes 
be socially uneconomical because the undertaker is able to 
appropriate not leas but more than the whole net gain to the 
community of his enterjjrise; for he may be able to appro- 
j)riate the main pirt of the gain of a change wiusing both 
gain and loss, while the concomitant loss hills entirely upon 
others. Thus a coiiipiny A having luiwle an exjjensive i)er- 
manent instrument — say a milway — to the advantage both of 
themselves and of theii* fellow-citizens, it may be the interest of 
another company B ' to make a new milway somewh.at nuire 
convenient for the majority of tmvellei*s — and so likely to dmw 
the lions share of tmffic from A — even if the increment of 
utility to the community is outweighed by the extra c(»st of 
the new railway; since B will get paid not merely for this 
increment of utility, but also for a large ])art of the utility 
that A before supplied. 

A still more marked divergence between jaivate inten^st and 
ymblic interost is liable to t)a*nr in the Ciise of monoyndy: since, 
as we have seen, a monojjolist may increasii his maximum net 
y»rofit or make an etjual profit more e4isily, by giving a smaller 
suyjply of the comiiUKlity in which he deals at a higher y»rice 
mther than a larger siipyily at a lower i)ri(;e, and so rendi‘ring 
less service to the community in return for his yirofit. At the 
siime time, though a monoj)oiy in j)rivatc hands is thus liable to 
Ihj economiciilly disadvantageous from a social yjoint of view, 
there is in cei*tjiin cast*s a deci<led economic giiin to be obtained 
by that organisation of a whole deyKii-tment of pi-oduction under 
.*1 single management, which inevitably leads to monojioly; 
either because the qualities requiixsl in the yinxluct ai*e such as ^ 
unity of management is y»eculiarly qualified to yjrovide — as in 
the aise of the medium of exchange — or mendy from the saving 
of labour and capitiil that it renders j)ossible. And it may be 
observed that cases of this kind tend to increase in number and 
imyKirtance, as civilisation yirogresses and the arts of industry 
become moro elaborate. Thus the aggregation of human beings 
into laige towns has rendered it economically important ?hat 
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the provision of water for the aggregate should be under one 
management; and the substitution of gas for candles and 
oil-lamps has had a similar economic effect on the provision 
of light. 

The practical imj)oi*tance of the conflict of private mid social 
interests just mentioned is much increased by the extent to 
which total or partial monopjly may be affected by (Munbina- 
tion* — especially when we consider that it may be the interest 
(if the combining producers not only to limit the amciunt of 
the utilities that they jiitxluce, in onler to mise their price, 
but also to resist any economies in methods (if })roducti( in which 
may tend to decrejise the demand for th(ise s])ecial utilities*. It 
should be observc^l that wherevtu* imyment is not by results, it 
may easily be the interest of any individual labourer in any 
particidar job to extend unecoiKimic-Jilly the amount of labour 
required, or to give as little work as he (?an in the tinuj 
(supixising that haitler work would be more irksome). But it 
is only where some combination of labourei’s exists, or custom 
jjartially sustained by combination, that it can be any ones 
interest on the whole to dci this: since if the price of his servici‘s 
were settled by open competition, a labourcT so mating would 
lower the market value of his services. And it is to be obst‘rv(jd 
that the sjiine pi-ogrtjss of civilisation which tends to make 
competition more real and effective, when the circumstance's 
of industiy favour comi»etition, also in(;re^ises the fiicilities and 
tendencies to c.ombination. 

§ 5. So far we have considered combination as a jMissible 
source oi‘ economic loss to the community. But in some csisos 
c(jmbined siction or abstinence on the part of a whole class of 
piXMlucers is required to i*c*alise a cei*tain utility, either at all or 
in the most economical way — sis {e.y.) whei*e land below the 
sea-level has to be protecteil against flejods, or useful animals 
jand plants against infectious diseases. In a jK^rfectly ideal 

1 Combination is no doubt often tacitly excluded in the reaHoning by which 
it is argued that the most economic production tends to msult from the play of 
individual self-interests. But 1 do not see how it is legitimately to be excluded. 

3 It is one of the most serious of economic objections alleged against Trades- 
Unions, from the point of view of the community, that the regulations of some 
of them are partly framed to carry out this anti-social method of increasing the 
remui^pration of a particular class. Cf. Thornton on Labour, Part iii. c. b. 
See, however, Howell, Capital and Labour, c. viii. 
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eoinmunity of economic men all the persons concenied would 
doubtless voluntarily agree to tiike the rneasui’es required to 
warfl off such common dangers; but in any community of 
human beings that we can hope to see, the most that we 
can reasonably expect is that the great majority of any in- 
dustrial class will be adequately enlightened, vigilant, and 
cfireful in protecting their own interests; and where the efft>i*ts 
and wi(:rifici‘s f>f a great majority are liable to be rendered 
almost usidoss by the neglect of one or two indiridiials, it will 
always be dangiTous to trust to voluntary association. And 
t.he ground for comjmlsion becomes still strongtu* when the very 
fac^t of a combination among th(‘ great majorit}' of any iri- 
<lust.rial class to attain a certain result niatc^rially increases the 
inducement for individuals to stand aloof from the combination. 
Take, for instance, the casi' of ccTtain fisheries, where it is 
c.learly for the g(meral inten‘.st that the fish should not be 
cjiught at certain tilings, or in certjiin jdaces, or with certain 
instrunumts, because* the increase of acrtual supj)ly obtained by 
such wiptures is much ovt*rbalan(H*d by the detriment it causes 
to ]»rosj)ective sujiply. Here — howeviu' clear tin* common 
interest might be — it would be paljwibly msh to trust to 
voluntary association for tin* observance oi’ tht* ri^quired rules 
of abstiiuuice ; since the larger the number that thus \oluiitarily 
abstain, the stronger becomes the inducement offered to those 
who remain outside the association to ])ui-sue their fishing in 
tiu* (»bjectionable tinu*s, ])laces, and ways, so long as they an* 
not pn*ventc‘d by legal coercion. 

§ (j. I havt* s]M)ken above of tlu* manner in which indivi- 
<luals may, through combination, avowtsl or tacit, jnake their 
labour less useful in onh.*r that more of it may be required. Wt* 
have now to observe that. wlu‘re then* is no such combinati(»n, 
open com])etition may cause a similar unectmomical effect, even 
while fulfilling its normal function of equalising the remunem- 
tioii of producoi*s. For suppose that the. sei’vices of any pir- 
ticular class <)f lab<ain»i*s receive on the average a disjiropra*- 
tionately high remunerati<»n tis compared with those of other 
classes ; there are two ways in which this excess can be reduced, 
tuther (1) by lowering the price of a given quantum of the 
utilities, pnaluced by the workers in cjuestioii, or (2) b^' in- 
(uvjising the number of pera^jns comjKiting to pnxluce such 
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utilities, without augmenting their aggregate produce, owing 
to the inci^ased difficulty that each has in finding customers. 
So far as this latter result takes place, the eff*ect of' comj>etition 
on production is positively disadvantfxgoous. In actual ex- 
perience this efiect seems t(» occur most consjiicuously in the 
case of services of which the purchaser are somewhat deficient 
in commercial keenness and activity; so that each pitnlucer 
thinks himself likely to gain more on the whole by k(H'])ing up 
the price of his services, rather than by lowering it to attnxet 
custom. An example of this kind is furnished by retail trade, 
espi‘cially the rettiil trade of the sinalliT shops to which the 
pooivr class chiefly i-esorts; since thi‘ remarkable success of 
the co-operative st()n*s of artisans implies a consiflerable waste 
of sho])k(*epei‘s* time an<l lab(Hir undiu* tin? system pn^vioiisly 
univei*sal. Still t»ven in a comminiity of thoroughly intelligent 
and alert pei*sons, the practical advantagi\s of establisht^d g«HKl- 
will oi- business connexion would still nunain : the e*conomic 
man would find it his int(^rest in onlinarv cire.u instance *s, for the 
saving of time and trouble, to form and maintain fixed habits of 
dealing witli certain persons. Tluux* would always be many 
dealers who would be trying to form, and had as yet im- 
peifectly succeeded in fonuing, such connexions. Thus it 
appeal's that a c.onsidtTable [lerceiitage of unemployed or hall- 
enijiloyed labour is a nect‘ssary concomitant of that active 
competition for business by which industry is sidf-organised 
under tin* system of natural libeity: and the gnwxter the 
fluctuations of demand and suiijily, the greater is likely to 
be this percentage of wjxsk*. 

A somewhat similar waste of laboui- ami capital t'mjiloyed 
in manufactures, &c., due to the difficulty of adajitiiig supply 
to an imperfectly known and vaiying demand, has been noticed 
in the last cha])ter but oiu^ of the preceding Book, in discussing 
,the ]»henomenon of (so-called) “ over-jiroduction.” 

But again ; the importance to ea(;h indiviilual of finding 
pui'chasei-s for his comimKlity also lemls to a further waste, 
socially speaking, in the expenditure incurred for the sole 
pui-jjose of attaining this result. A large pai*t of the cost of 
advertisements, of agents and “ travellei's,” of attractive shop- 
frcnts, &c., comes under this head. A similar waste, similarly 
incident to the individualistic organisation of industry, is 
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involved in the initial ex|ieii8e8 of forming joint-stock companies, 
in the Ciise of undertakings too large for ordinary private 
capitalists — exj>enses which could not be avoided, even in a 
community of economic men, though the skilled labour required 
lor launching such compuiies would not be remunerated quite 
so lai’gely as it is here and now. 

In other cases again, the mere process of approjuiating and 
selling a commcKlity involves such a w.iste of time, trouble, and 
expense as to render it on the whole a more economical arrange- 
ment for the community to provide the commodity out of public 
funds. Thus {e,g,) it is lui advance in industrial civilisjition to 
get rid of tolls on roads and bridges. 

§ 7. Hitherto we have not made any distinction between 
the interests of living mxm and those of remote generations. 
But if we are examining the merits and demerits of the jnirely 
individualistic or e.om})etitive orgjinisiition of s(K*.it;ty from the 
jK>int of view of univei‘s;il liuiiuinity, it should be obsei’ved that 
it does not necx*,ssiuily provide to an julcquate extent for 
utiliti(»s distant in time. It was shewn before that an <>utlay 
of eapitjil that would be useful to the community may not be 
miwle because it would be unremunenitive to individuals at the 
only mte at which they could (owing to poverty, &c.) borr«)w 
the moiu'y. But. we may go further and urge that an outlay 
which would b(5 on the whole .'wlvantageous, if the interests of 
future geniTatioiis an* considered* as much as those of the 
firesent, may not be ]»roliLil)le for any individual at the cuiTent 
rate at which wealth can be commen*.ially borrowed. 

This may be merely becjiuse the retuni is too distant; 
since an avt'.mge mans interest in his heirs is not sufficient 
to make him buy a very long deferred annuity, even if its price 
be (»ilculated strictly Jicctaxling to the market rate of interest. 
But, speaking iinnt? generally, I do not see how it can be 
argued from the p(ant oi' view of the community that the, 
current intei\*st, the cuiTent jirice that individuals have to 
be jMiid for ]K»st] zoning consumption, is the exact condition 
that has tr> be fulfilled to make such postponement desir- 

* There is no abstract reason why the interest of future generations should 
be less conRidered than that of the now existing human beingR; allowance being 
made for the greater uncertainty that the benefits intended for the formgr will 
actually reach them and actually be benefits. 
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able ; though of course it is a condition inevibihly uxacte<l 
in a society of economic men org*cinised on a purely indi- 
vidualistic basis. 

§ 8. So far I have left unquestioned the Jissuinption — 
fundamental in the system of natuml liberty — that individuals 
are the best judges of the commodities that the}- requii*e, and 
of the soiii-ces fi-oin which they should be obtiiined, provided 
that no wilful deception* is practised ; as 1 have thought it 
irnportfint to make <juite clear that, even if this assumption be 
granted, what I have* called the “ scientific idi‘al ” of economists 
— the pjlitical conditions of industry which tluiy assume in 
abstiYict resisoning with a view to the explanation of economic 
phenomena — winnot h‘gitimately be taken as the practical ideal 
of the Alt of Politicjil Economy ; since it is shewn by the sfime 
kind of abstmet reasoning to be liable to fail in various ways 
to n^alise the most econ<»mic;il an<l effective organis^ition of 
industi-y. It may perhayis seem that these results are of 
merely sy)eculative interest: siiici* all but a few fanatics 
jwlmit that the beings for whom com})let(‘ lauser* fuire is 
adapted are at any rate not the membei’s of any (existing 
community. But 1 venture to think that the theoriitical 
conclusion above reached hius con.sidenible, though indirect, 
jH'acticiil imjjortiince. If it were demonstrably only from blind 
mlhesion to custom and habit, or from want of iuiequate 
enlightenment, that the c<mcum*nce, of self-interests could 
not actually be relied upon to jiroduci* the best aggregatir 
result for the c(»mmuiiity, at any rjite the dir(H*tion of sticial 
progivss would seem to be fixed and the goal clearly in view ; 
the ]jace at which we ought to try to ^wlvance to wan Is complete 
laisser faire would still be open to dispute, but tlu* .sense that 
every (liminution of governmental interf'erence was a steq) in 
thi* right direction would be a strong induciiinent to take the 
step, if the* immediate effects of taking it ap]»eared to be mixed, 
*and the balance of good and evil doubtfid ; while oy)timistic 
persons would be continually urging .society to suffer a little 
y)resent loss for the sake of the y»rogress gained towanls the 

* The prevention of such deception is included in the functions attributed 
to p^ovemment by the extremest adv(K*/ateR of hum’r faire ; though, as we 
phall Ree in the next chapter, it is a diRpiited queetion how far government 
shonldT be allowed to interfere even for this preventive purpose. 
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individualistic idwil. But if, jis I have tried to shew, this is 
not the wise; if on the contmry in a community whci’e the 
inembei’s generally were jis enlightened and alerti in the 
jnirsuit of their interests jts we can ever exj)ect human beings 
to become, it might still be in various cjises and on various 
grounds desirable to suppleiiient or correct the defects of 
private* i^nterJ^rise by the action of the coitimunity in its 
(collective capticity, — w<‘ shall view in a somewhat difteiv.nt 
light the jinictical (]U(‘stiuns of the ])resent time as to the 
natunc and limits of govenmiental ink‘rfere.nce. That is, in any 
case wh(‘re tlu* ]jresent inadecpiacc}’ of laisser fairs is julmitted 
or strongly maintained, we shall examine (carefully whether 
its defects sire due 1.o want of g(cneral enlighkmment, or mther 
U) one or oth(‘r of the* cai!s(»s discussi.‘d in this chapter ; and in 
the latter case shall regard govcirnrnentiil intertert‘nce Jis not 
merely a tc*m]»orarv resource, but not im]>robably a normal 
("lemimt of tlu* organisiition of industry. 

It doi*s not oj‘ course* follow that wher(?V(*r laisner fairs falls 
short gov(‘rninenLd int(crl'erentc(* is (*x])(jdient ; since the in(‘vit- 
able drawbacks and disadvantages of the latter may, in any 
pirticular c^isc*, be w<a*s(j than the shortcomings of jirivate 
enterpris(;. These drawbacks di*j)end in part on such ])oliticciil 
(considentions as lie beyond the scope of the present discussion, 
and vary V(*ry much with tlu* constitution of the government 
in (pucstion, and th(* state of political morality in the country 
governed. Of this kind are (1) the danger of iTucnctxsing the 
jK)wer and influence capible t)f being used by govtemment for 
corru])t j)ui’|)os(‘s, if wi* add to the valuable a])j)ointments at its 
dis]»osal ; (2) the danger, on the other hand, that the exeixcise 
of its (economic functions will be ham])ei‘ed and perverted by 
the desire to gmtiiy influential sections of the (community — 
certain manufiuctun^rs, certain landlonls, certain classes of 
manual laluiinvrs. or the inhabitants of ccertain IcKcalities; 
(8) the dangler, again, of wasteful expcmditui-e under the in-‘ 
fluenci* of ]K>puIar sentiTii(*iiti — since the in;iss of a people, 
however imj)atient (jf taxation, are liable to be insufficiently 
conscious of the irniKirtancv of thrift in all the details of 
national expenditure. Then, further, there is the danger of 
overbiinlening the govemmentsil machinery with work — which 
can hardly bi^ altogether removed, though it may be pRrtly 
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obviated, by caixifiil org^iiiisation; since the centnil and supreme 
organ of government must exercise a certjiin suj)ervision over 
all subordinate departments, and every incmise in the variety 
and complexit}^ of the latter must make this sujiervision somi*- 
what more laborious and difficult. 

Other disjid vantages, in part e(!oncniiic, in jwirt. jairely 
political, attiich to particular Tiaj<les of g(jvenim(*ntfil inter- 
ference*. Thus when the action of government- re*piires funds 
raised by fixation, we have to reckon — lu^sides the financial cost 
of collection and any loss to jiroduction aiiised bv ]>articiilar 
tax(5S — the politictil danger of mlding to a buiflen already 
impatiently borne; wh(*re, again, it n^(juires the ])rohibit.ion 
of i>rivatii‘ industry, we must n*gard as an iti‘m on tlu- wrong 
side* of the accoimt not only the inimc‘diat(* irksomeiU‘ss 
of ri'straint, but the repression of i‘nergy and si*lf-hel]) that 
tends to follow from it; where, on the other lauid, the inl.(*r- 
fe!*en(?e takes the form <»f ri*gulations imposed on privatt* 
businessc\s, in a<lditioTi to any detrimental effects on industrial 
processes that may iiu‘vitably siccom])any tht* observance* of* 
such regulations we may oftc*n have* to calculate on a ceTtain 
amount of economic and political evils due succi‘ssful or 
unsuccessful attempts to evjule thein. 

And, histly, in all cast*s, the work (ff government has to 
be d(»ne by pei’sons who — evi*n with the* best arrangeme*nts foi* 
e^ffe•.e•tive* supervision anel ]>re»me)f.ion by merit — c^in have* eaily a 
jKirt of the stiniulus to energe^tie: industry that the* inelepe.^ndent 
worker feiols, who may rcjisonably ho[»e to gain by any welJ- 
dire*cteel extra exertion, intellectual e)r muscular, and must fear 
t.o lose by any indolence or neglect, l^he* sjime*, howe^ver, may 
be*, sjiiei e)f the hireel labour used by ])rivate e*niployei‘s, to an 
eixtemt which the de*ve*lopment of industry has hitherto continu- 
ally tended to increjase*; including even the spe*cialh imjMU-L-int 
labour of management, in the case of businesses condue.ted by 
5oint-stock coin])anies. And, on the other hand, gov(^mment can 
apply ceiiiain kinds of stimulus which private employ(‘rs have 
either not at their command at all, or only in a less degixjc ; it 
C4in reward conspicuous merit by honours and distinctions, and 
offer to faithful service a more complete security of continuous 
employment and provision for t»ld age. Still the loss, in govern- 
mental service, of the enterprise and effort that is stimulated 
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and su8tainc‘d by a fuller sense of self-dependence must be set 
down as veij serious ; and, on the whole, there seems no doubt 
that even where the defects of lamer faire are palpable and 
grave, they may still be outweighed by the various disjidvan- 
tages incident to govennmental management of industry. 

But, even so, it is imjjortant to observe, first, that these dis- 
advantages are largely such as moral and political pn)gress may 
be exjKicted to diminish ; so that even wherc^ we do not regard 
the intervention of government as at present desirable, we may 
yet look fonvaitl to it, and perhaps prepjire the way for it. And, 
secondly, even where we reject governmental interference, we 
may yet recognise the ex])ediency of supplementing or limiting 
in some way or other the results of private enterprise : we may 
point out a plsice for philanthropic effoiii — ^us in the case of 
educational fiuindations ; or for associations of consumers to 
supply their needs <»therwise than by the competition of inde- 
pendent ])roduci*rs — as in the case of the highly successful 
co-operative, stores managed by artisans. 

§ 9. What has been said above would be tnio, however fully 
it is gmnted that social ])i*ogress is cjirrying us towanls a con- 
dition in which the assunii)tion, that the consumer is a better 
judge than government of the comiiuxlities that he requires and 
of the soiirct^ from which th(y may be best obtiiined, will be 
sufficiently tine for all jinictical purjioses. But it seems to me 
veiy doubtful whethtT this can be granted ; since in some im- 
j)ortant respects the tendencies of social development seem to be 
mther in an opposite <lirection. As the appliances of life become 
more* elabomte and comjdicated through the progress of inven- 
tion, it is only accoiding to the genenrl law of division of labour 
U> sup])ose that an avemgc? mans ability to judge of the adapta- 
tion of means to ends, even jus regards the satisfjiction of his 
(weryday needs, is likely to become continually less. No doubt 
an ideally intelligent person would under these circumstiinces 
be alwjiys duly awjire of his own ignorjince, Jind would ^ke the 
julvice of experts. But it seems not unlikely thjit the need of 
such jxdvice, and the difficulty of finding the right advisers, may 
increiuse more markedly than the. jivemge consciousness of such 
need and difficulty, at any rate where the benefits to be obtained 
or the evils to be waided off are somewhat remote and un- 
certain; especially when we consider that the self-intert«t of 
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producers will in many cases lead them to offer commodities 
that seem rather than are useful, if the difference between 
seeming and reality is likely to escape notice. 

How far government can usefully attempt to remedy these 
shortcomings of self-help is a question that does not admit of a 
confident general answer, for the reasons discussed in the 
preceding section. We may, however, notice certain kinds of 
utility — ^which are or mjiy be economically very important to 
individuals — which government, in a well-organised modem 
community, is peculiarly adapted to provide. Complete 
security for savings is one of these. I do not of course claim 
that it is an attribute of governments, always and everywhere, 
that they are less likely to go bankrupt, or defraud their 
creditors, than private individuals or companies: but merely 
that this is likely to be an attribute of goveminents in the 
ideal society that orthodox political e^conomy contemplates; of 
which we may find evidence in the fjict that even now, though 
loawied with war debts and in danger of increasing the hwl, the 
English government can borrow more chetiply than the most 
pn)sperous private company. So again — ^without at present 
entering dangerously into the burning question oi currency — we 
may at U?jist say that if stability in the value of the medium of 
exchange can be attained at all, without siicrifices and risks 
outweighing its advantages, it must be by the intervention of 
government : a voluntary combination powerful enough to pro- 
duce the result is pnictic^lly out of the question. 

And I have alrejidy observed that where uniforviity of action 
or abstinence on the pirt of a whole chiss of producei-s is re- 
quired for the most economical production of a certjiin utility, 
the intervention of government is at least likely to be the most 
effective way of attaining the result : especially if the iidoption 
of the required rule by a majority renders it decidedly the 
immediate interest of individuals to brt»ak thn)iigh it. 

To sum up : the general presumption derived from abstract 
economic reasoning is not in favour of leaving industry altogether 
to private enterprise, in any community that can usefiilly be 
taken even as an ideal for the guidance of practical statesman- 
ship; but is on the contrary in favour of supplementing and 
controlling such enterprise in various ways by the collective 
action *of the community. The general principles on which the 
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be Imi given in the pimt ehifter; hnt it Tonld hdlj be 
possible to f dt ont e ^ of detailed pradical rnles on Idle 
basis of Idiese piinciples, bj the abskact deductive method bme 
adopted; oving to the eitent to vbicb the construction of such 
asjstem ought reasoibljtobeinSucnccdbj the pdicuksocd 
and poblical condilions of the conntij and time for which it is 
fiamed, In passing, therefore, bmahsliactprinciphis to thiur 
concrete apphcations-so k as the limils of my treatise allow 
me to discuss the latter-it seems best to adopt a more empirical 
Mnent: the eiposition of which will he more cenveniently 
reserved for another chapter. 


CHAPTER III. 

THE llELATIONS OF GOVERNMENT TO INDUSTRY. 

§ 1. In the chaj 3 ter thjxt follows this one I projiose to discuss 
some of the (?hicf ciuses of governmental intervention to benefit 
pnKluction which fonn a part ol* the accepted policy and pnictice 
of civilised communities at the present day : in ortler to examine 
the general principles on which they are or may be maintained, 
and to point out how they illustrate the gencnil exceptions to 
the sufficiency of Na,tural Liberty which we have just been 
considering from an abstract point of view. 

But before proceeding to this examination, it seems desirable 
to distinguish as clearly as we can between the strictly economic 
intervention of government and those cases of govemmentjil 
interference with industry in which the better production — or 
even better distribution — of purchasable comimxiities is not 
the primary aim ; and in which, therefore, economic consider- 
ations cannot be put forward as decisive, though they must 
always be allowed some weight. The investigation of this latter 
class of interventions belongs rather to the wider Art of Politics 
than to the special Art of Political Economy. It is, of coui*se, 
fundamentally important, for the economic prosi>erity of the 
community governed, that goveniinent should perfonn efficiently 
its main and universally admitted function of protecting private 
persons and their property from injury and securing the fulfil- 
ment of contracts : but the particulars and limits of this indis- 
pensable work have to be considered in relation not simply to 
wealth but to social well-being generally. At the same time, 
since — as we shall see — it is difficult to draw the line between 
these two classes of governmental intervention, and since even 

27—2 
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where the primary* aim of the intervention carries us beyond 
the range of political economy, economic considerations are 
often important, I propose in the present chapter to examine 
briefly the chief economic questions that arise in considering 
the necessary action of government in relation to private in- 
dustry. 

I will begin by giving a completer statement of what may 
be called the “individualistic minimum” of governmental inter- 
ference ; which — as I briefly noticed in the preceding chapter 
— is generally taken for granted even by thoroughgoing 
advocates of the system of Natunil Liberty. We find that, 
even in the view of individualists, Government has the fol- 
lowing fundamental duties: — 

1. To pnjtoct the interests of the community generally, 
and individual citizens, so fai- Jis may be nt^cessary, from the 
attacks of foreign states. 

2. To giard individual citizens from physietil injury, 
constniint, insult, or damage to repiitition, cjuised by thci 
intc‘ntional or culpably wireless action of other individuals. 

8. To gujird their property from detriment similarly caused; 
which involves the function of detennining doubtful points as 
to the extent and content of the Right of Property Jind the 
modes of legally acipiiring it. 

4. To prevent deception leaxling to detriment of person or 
property. 

5. To enforce contracts made by adults in full possession 
of their reasoning faculties, and not obtained by coercion or 
misrepreseintiition, nor injurious to other persons. 

6. To ] protect in a special degree ].>ersons unfit, through age 
or mental disorder, to take care of their owm interests. Of this 
kind of protection the most important case is that of children ; 
and here it should be observed that the protection may be 
exercised either directly, or indirectly through regulation of the 
relations of the sexes, so far as this may be required in order to 
make generally tidequate provision for the care and nurture of 
children. 

To these may be added the duty of providing for its own 
suppeirt and its own defence against internal as well as external, 
foes. The inquiry into the best mode of making this provision, 
by taxa tion or otherwise, has always been regarded *as an 



CHAP. Ill RELATIONS OF GOVERNMENT TO INDUSTRY 421 

important branch of the economist’s study ; indeed it constitutes 
a chief part of the art of political economy in the view of most 
economists since Adam Smith; and I accordingly proi) 08 e to 
deal with it in a separate chapter^ 

§ 2. In considering the economic aspect of the action of 
government, under the other heads above mentioned, it is 
important to note that its interference may be exerted in 
vtiriouB modes and in various degrees of intensity. Besides 
(1) interference by direct prohibition or command, which 
may, of course, vary indefinitely in gravity, the government 
may (2) indirectly prevent or discourage certain kinds of con- 
tract by refusing to enforce them; or (3) it may give to the 
obligations involved in certain common kinds of agreements 
such as sale and purchase, letting and hiring, &c., a precise 
definition, interpretation, or presumption, which will be held to 
be valid in all cases where there is no special contract to the 
contrary ; or again (4) cei-Uiin kinds of business may be under- 
taken by the State, though at the same time it may remain 
ojien to private individuals or joint-stock companies to enter 
into competition with the governmental agency if they choose. 
In this latter case the only element of compulsion consists in 
the coercive levying (by taxation) of funds required for Ciirrying 
on the business in question: and where the business can be 
made to pay its own expenfM3s, even this clenmnt of coercion 
vanishes. Which (if any) of these different modes of inter- 
ference should be adopted in any particular case is a question 
which cannot be entirely decided by economic considerations; 
since even where the more intense interference by direct pro- 
hibition or command is both cheaper and more effective, a 
stfitesman may reasonably decline to employ it fi‘on) feai* of 
the displeasure and discontent which it is likely to (3ause ; 
while, again, the probable amount of displeasure and discontent 
varies greatly with the actual state of custom jmd opinion in 
any pailiicular community. But it should be observed that the 
intensity of different kimls of interference will very differently 
estimated, accortling ixs we tjike a j)olitical or an economic 
pi)int of view. Thus, j)olitically speaking, interference is at 

^ See chapter viJi. It should be observed, however, that fiscal considerations 
necessi^rily enter into the discussion of certain kinds of governmental inter- 
ference, designed mainly for other purposes. 
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its minimum, when government, without any legal prohibition 
or restriction of private industry, merely prevents its develop- 
ment in a certain direction, by taking some new kind of 
business — such as the construction and management of rail- 
ways — entirely into its own hands. But, economically con- 
sidered, this interference is gretiter than when government 
places private businesses under legal control and regulation; 
since in the latter wise some of the eflFects — good or bad — of 
private enterjmse are retained, whereas by the former method 
they are altogether excluded. 

§ 3. Let us now consider separately each of the indis- 
pensable functions above enumerated. Under the first head, of 
defence against foreign enemies, the most important economic 
questions^ relate chiefly to the best way of securing an adequate 
supply of the personal services, materials, or instruments required 
for war ; and these will be more fitly discussed later, when we 
come to treat of the theorj' of the provision for national wants. 
Here I would only point out that the needs of war may furnish 
decisive considerations in favour of measures which would other- 
wise be inexpedient — although they are not unlikely to be 
iulvocated on other than military grounds. Thus a govern- 
ment may reasonably undertake for military reasons the con- 
struction of railways commercially unremunerative ; or may 
control the arrangement of a system of rjiilways which it 
would otherwise leave to unrestricted private enterj)rise. Again, 
similar reasons have often been urged for the protection of 
native industry in certain deiMirtments ; and certainly, where 
there is a reasonable probability that a government would find 
serious difficulty in obbiining, should it be involved in wm*, any 
part of the supply of men or things required for the efficient 
conduct of the war, it is obvious that some kind of provision 
should be nuide in time of pe«xcc for meeting this difficulty; 
and we cannot say tl priori how far it will in any particulaf 
case be better to meet it directly, by a more extensive and 
costly organisation of the army or navy, or indirectly by the 
encouragement of certain branches of private industry. Thus, 
for instance, it may be questioned whether Adam Smith was 
right in commending the English Navigation Laws of his. 

1 1 pass over the abnormal and violent distnrbanoes of prodnot^on and 
exchange which actual war may render needful or expedient. 
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time which “endeavoured to give the sailors and shipping 
“of Great Britain the monopoly of the trade of their own 
“ country”; but the question cannot be answered without a 
careful investigation of details. The restrictions thus imposed 
on trade must of course have increased the cost of foreign 
commodities to the English consumers ; but they may neverthe- 
less have been the least bunlensome mode of securing a due 
supply of sailors and shipping for our maritime wars. On 
similar grounds we winnot my j)ositively that it can never 
be expedient for a country situated as England is to securcj 
itself by ])rotiection to native agi-iciilturc against the danger of 
having its necessary supply of food cut off by a maritime 
blockjule. 

§ 4. It is, however, of more gtmeml irnportiince to consider 
the various kinds of interfcreTKte with industiy that may 
be necessfiry or expedient for the due protection of the life, 
health, physical a)mfort, freedom, and reputjitioii of individuals 
from hann inflicted, intentionally or otherwise, by private 
yiersons. In considering the proper limits of this interference, 
we find much c/)ntroversy on the (juestion how far government 
may legitimately go in j»r(*venting acts that an not directly or 
necessarily hannful, on the ground that they an', likely in some 
indirect way to have hannful consequences to persons othei* 
than the agent. It would be out of place heie to enter fully 
into this controversy ; but I may perhaps say that the question 
appears to me to be one of degree : and that I do not see how 
the answer to it in concrete wises can reasonably be decided by 
any broad general fonuula*. In some cases the burden is so 
trifling that no one would hesitate to impose it, should exjierience 
shew it to be at all efficacious for the attainment of any of 
the ends above distinguished. Of this kind are the regulations 
that printers' and publishers' names should bfi affixed to pub- 
Jished documents, in order to secure punishment or redress in 
case of libels; that poisons whin sold should be manifestl} 
designated as such ; that vehicles should wirry a light at night, 

^ For instance, I do not see on what grounds it can be maintained that “it 
“ is not a merely constructive or presumptive injury to others which wiU justify 
“the interference of the law with individual freedom” (Mill, On Liberty^ c. 4). 
It appears to me that, on utilitarian principles, all we can say is that the 
presuijription must be strong enough to outweigh the direct and indirect mischief 
of coercion. 
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&C. So £ar as more serious interference with the production or 
sale of certain commodities is exerted, in order to protect from 
disease and other physical damage either the producers or 
purchasers of such commodities, or other members of the com- 
munity, such interference is, no doubt, liable to \k 3 attended 
by economic drawbacks, which have to be carefully weighed 
against the evils which experience shews it to be capable of 
preventing. But the final decision as to its expediency does 
not fall within the sphere of political economy and cannot be 
arrived at by strictly economic methods ; sincts life and health 
are goods which it is not jK>asible to estimate at a definite’ 
])ecuniaiy value. 

The question as to the expediency of governmental inter- 
ference which we may ' call “indirectly individualistic” — i.e,, 
designed for the protection of individuals other than those 
whose freedom of action is thereby diminished — tends in 
practice to be mixed with a question which, from an abstract 
}X)int of view, is fundamentally distinct ; namely, how far (if at 
all) govemment ought to interi'ere “ paternally” to prevent injuiy 
to the life oi* health of an individual caused either by himself or 
with his own consent. In the chief cases where a man harms 
himself so seriously as to suggest a need of governmental 
interiei-cnce, his conduct has also an important tendency to 
harm others : hence it is often difficult to say whether it is the 
former or the latter kind of harm that a given piece of legisla- 
tion is <iesigiied to prevent. Thus the various prescriptions and 
prohibitions included in our own ri?cent sanitary le^ishition are 
frequently criticised as “jMitemal”: but it may fairly be said 
that in such cases coercion is ajqilied to individuals not primarily 
in their own interest, but in that of others who might suffer if 
their houses became a focus of disease. So, again, few indi- 
vidualists would deny that the tendency of dmnkenness to 
cause breaches of the peace is a legitimate gnumd for some 
interl'erence with the trade of selling alcohol: and the most* 
thoroughgoing abolitionist urges his i*estriction more as in- 
directly individualistic than as paternal — i.e., more on the 

^ 1 Ba}' * ‘definite’* because all reasonable persons would admit that at a 
certain point the machinery for saving even life and health may become too 
costly; and, therefore, the practical necessity of baUncing these goods in some 
way against wealth cannot be evaded. 
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ground of the proved tendency of alcoholic excess to make 
a man beat his wife and starve his children, than on the ground 
of its tendency to injure the drunkard himself. 

So far as any such legislation is avowedly '' jiatemal/’ it is 
clearly opposed to the fundamental assumption— on which (as 
we have seen) the economic rule of Umser faire partly rests — 
that every man is the best judge of what contributes to his own 
happiness ; since on this principle each individual ought to set 
his own value on life and health, and to choose fi’eely the means 
of maintaining them, just as much as in the case of other 
utilities. I have, however, already indicated that I do not 
accept this principle as universally valid : I only accept it 
as furnishing (as Cairnes sivys) a handy though rough rule 
of pnuitical statesmanship, in accoixiance with orriinary ex- 
perience of human nature, from which we ought only to 
deviate in special cases when there are strong (aujurical grounds 
for concluding that our geneml jissumption is not borne out 
by facts. And this view is in haniiony with the practice of all 
civiliw3d governments. Thus {e,g,) our own goverament docs 
not tnist its subjects to find out for themselves and avoid 
unhealthy food or improperly qualified physicians, surgeons, and 
apothecaries: or to refrain from buying diseased meat: or to 
refuse to take part in industrial processes which are exposed to 
special dangers — »ih {e.g,) mining and navigation — unless due 
precjiutions are taken against these dangera. It finds that even 
the self-helpful Englishman cjinnot be trusted to take adequate 
mi-e of himself in these matters: hence it endeavours in various 
ways to obviate the mischief liable to result from this want of 
care. Rarely, indeed, does it attempt by direct prohibition to 
prevent an individual from doing what is likely to injure 
himself alone ; but it prescribes conditions under which certain 
dangerous industries are to be carried on, and d(H.‘-s not |)ermit 
them to be violated, even with the full .consent of the jiersons 
who would be endangered; it directly prohibits persons not 
qualified in a manner which it prescribes from exei’cising certain 
trades — such as that of apothecary, and that of pilot ; in other 
cases it indirectly hinders the employment of practitioners not 
properly qualified by refusing to enforce piy merit of fees for 
their services. 

To meet the special arguments for these and similar measures 
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by a simple reference to the general considerations in favour of 
leaving sane adults to manage their own aflTairs appears to me 
clearly irrational and unscientific. But to discuss the proper 
limits 'of this “paternal” interference — as I have said also of the 
“ indirectly individualistic ” interference with which it is practi- 
cally mixed up — ^would clearly carry us beyond the province of 
the present treatise : since till would agree that, in determining 
thest^ limits, considenitions of wealth cannot be trfiken as decisive. 
If we regarderl a man merely iis a means of producing wealth, 
it might clearly “ pay ” to allow needle-grinders to work them- 
selves to death in a dozen years — as they used to be willing to 
do in onler to e»xm higher wages. But a civilised community 
cannot take this view of its members; the question whether 
men arc to be allowed thus to shorten their lives for a 
few extra shillings a week has clearly to be decided on other 
than merely economic grounds. At the same time, it is the 
business of the economist to estimate the expense, trouble, and 
loss of utility that iiik^rference of this kind tends to cause; and 
if he finds it in any c*4is(» excessively costly, or likely to be 
frustrated by a tenacious and cvjisive pursuit of privak? interest 
on the pjxiii of the persons interfered with, he must direct 
attention to thc'se drawbacks. 

And the same may be sfiid of the interference of govem- 
ment for the protection of children; whether directly, as by 
limiting the amount of labour that may be exacted from them, 
and securing to them a certain amount of education ; or in- 
directly, by placing restrictions on the labour of married women 
(or women who have borne childrcn) so far as these appem- 
necessary in order to secure the proper perfoniiance of their 
maternal functions. As the system of natural liberty is, even 
by its most vehement advocates, regarded as only applicable to 
adults, it is not in any way opposed to the principle of such 
regulations ; and though (1) the immediate economic loss caused 
by such restrictions, and (2) the ultimate economic gain to the ‘ 
community from the improved health and training of its chil- 
dren, are imp<jrtant considerations in detennining the nature 
and extent of this kind of interference, they are not by them- 
selves decisive. It is often said that parents are the best 
guardians of their children’s interests: but this, at any rate, 
is quite a different proposition from that on which the general 
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economic argument for industrial non-interference is based, — 
namely, that every sane iidult is the best guardian of his own 
interests: and the limitations within which experience will 
lead us to restrict the practical appliciition of the two principles 
respectively are not likely to coincide. 

§ 5. In close analogy to the i*egulations above noticed that 
indirectly protect the person, stiinds another class of goveni- 
mental interferences which have for their object the indirect pre- 
vention of theft. Of this kind are the ivgiilations that hamper 
the e^y disposition of stolen goods; such as the English law 
that a defiler in old metjil may not at one time buy less than 
certain minimum quantities of kwl, copper, tin, &c. ; and some 
of the restrictions imposed on pxwnbrokt‘rs. With those, agsiin, 
we may class regulations that aim at the indii*(?ct prevention of 
fraud in exchanges ; such as the prescription of stjxndarrl weights 
and me^isures, .and the more recent prohibition of “ tinck ” (that 
is, of the piyment of wages otherwise than in money) — so hir 
Jis this is designed to secure to labourei’s the amount of real 
wages that is by contract fairly due to them. If could 
extend the notion of “ fniud ” to include all crises in which one 
of the parties to an agreement “ imjK)scs upon thcj ignorance 
^)f the other, several other imporUint interierences with industry 
might be brought under this hem! : such as the chief regulations 
enforced on joint-stock cnmjKvnies, — whether framed to protect 
the interests of the individual members of such companies 
against their <lirectors, or to protect other pei’sons who m.ay 
deal with them, — the taxing of solicitors’ bills, and some of the 
regulations of the business of carrying emigrants. 

It is to be observed, however, that the element of active 
misrepresenkition is not necessarily present in all cases of 
what is commonly called “imposition.” In fact, the notion 
of “imposition” affords us a transition, by which we gi*adually 
pass from exchanges in which p)sitive deception is })nictiaed to 
exchanges which are merely held to be inequittible through 
the ignorance on one side of the quality of the article ex- 
changed, even though there may be no Jictive misn?prescntation 
on the other side, and no general understanding that the 
other party will furnish the knowledge that is wanting. Now, 
in ordinary buying and selling, a purchaser is expected to 
prefect himself against loss incurred under these latter con- 
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ditions; and though experience may shdw that the inter- 
vention of government to protect him is in certain cases 
urgently required, it must l>e allowed that such intervention 
is hardly consistent with the fundamental assumption of the 
system of natural liberty, that the sane adult individual is 
likely to be a better judge of his own interests than his govern- 
ment is. At any rate we may say that at this point we 
approach the rather delicate theoretical line that separates 
governmental action for the maintenance of real freedom of 
contract — which is held to be impaired by successfiil fraud — 
from action that invades this freedom. Various regulations 
tending to prevent contracts frf)m being made under misappre- 
hension >18 to material circumstances may be regarded as lying 
on this debatable margin : such tis the rules of law obliging 
vendore with special opportunities of knowledge — e.g., vendors 
of land and promoters of joint-stock companies — to disclose any 
material circumstances affecting the value of what they offer 
for 8 >ile : or, again, the compulsory registnition of contracts like 
mortgages or bills of s>ile, which luv liable to render the real 
fimmeial j)osition of one of the putties to the contract st) 
materially diff(*rent from his apparent i)osition that third i)er- 
sons dealing with him are in danger of being seriously misled. 

A somewhat similar imirgin presents itself when we tiy to 
define the other main condition required fi)i- the validity of con- 
tracts accoitling to the principles of natural libert}’ ; namely, that 
they should not have been procured by coercion — provided we 
extend the notion of coercion to include not merely physical 
injury or constraint, but also the moral pressure which is some- 
times called “ undue influence.'’’ It is, of course, in accoidance 
with the strictest limitation of the sphere of govemment thtvt it 
should j)rohibit and invalidate agi’emnents procured by the 
infliction or thrcat of any illegal harm ; and further, if in any 
cose one pirty to a contmet is able to cause pain or alarm of 
a kind which the law does not generally attempt to prevent, 
but which is not likely to be inflicted or throvtened except as 
an inducement to make the contract, a special interference to 
prevent such undue pressure may fairly be i*egarded as a mere 
defence of freedom. Thus the special protection given by 

’ The term ** undue iufluenoe*’ ie also used to denote some kinds of i^t I 
have previously’ oaUed ** imposition.*’ 
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our law to merchant seamen, by the invalidation of contracts 
alienating part of their claims to wages, may be justified by 
the special opportunities of undue influence which the needful 
fliscipline of a ship gives to its master. So, again, the restric- 
tions placed on the labour of women generally in the English 
factoiy legislation are commonly and plausibly defended on the 
ground that women, owing to their normal domestic depen- 
dence, require to be protected against the undue influence 
of the men with whom they live. When, however, the law 
interferes to prevent a contnict in which A merely “ takes 
“advantage of the distress” of B, without being in any way 
responsible for it — or, otherwise, when the preasui-e which A 
puts on B is merely the threat of not rendering some service 
which he is in no way bound to render independently of the 
contract — it seems plain that such interference must be viewe<l 
not as a protection of freedom of (u»ntract, but as a liinibition of 
it in the interests of disiidvantagoously placed members of the 
community. 

I have sjioken of tht‘ enforcement of contracts as a kind 
of protection to fi’oedom: and there can be no doubt that 
a refusal to enforce such contracts is an interference with the 
spontaneous organisation of industry which the system of* 
natural liberty contemplates; in which enforcement of con- 
tract is the one elementary pixKjess by the repetition and 
complicjition of which the whole fabric is bound together. 
At the siime time, there is certsiinly something paradoxical in 
calling the refusal of government to enforce certain (jontrocts 
an “ interference” with the freedom of the individuals left alone : 
and it is probably for this reason that the veiy important 
restrictions, by which the enforcement of contract htos jictually 
been limited, have not commonly been treated jus viohitions of 
laiaser faire. Thus in England hartlly any engagement to 
render personal services gives the promisee a legal cljiim to 
more than pecuniary damages ; to put it otherwise, almost all 
such contracts, if unfulfilled, turn into mere debts of money so 
far as their legjil force goes. And it should be added that even 
the payment of debts is to a very large extent not exacted, even 
from persons who are now perfectly able to pay them ; provided 
that at some previous time such persons have proved their 
inability to pay, given up their property for division among 
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their ci’editors, and thus obtained as bankrupts protection 
against any future exaction of j)ast debts. This veiy important 
limitation of the effects of contract is, I conceive, mainly to 
be justifeed as tending to promote the interests of production; 
being designed to restore to the banknipt the stimulus to 
useful industry which an indefinite prolongation of his pecuniary 
liabilities would take away from all but the most energetic 
minds. It is thought that this can he done without any 
material sacrific^e of the interests of creditors ; since the latter, 
even if their claims were kept legally valid, would still have no 
effective means of compelling the defaulting debtor to earn the 
money required satisfy them. It may be observed, however, 
that the s^ime lino of reasoning that thus justifies the general 
jirinciple of a bimkniptc}? law also shews us that this kind of 
interference may easily be carried too fai* for the real interests 
of industry. For — even assuming that the details of such a law 
can be contrived and administered so as to prevent waste of the 
bjinkrupt s esbite, secure its equal division among the creditors, 
and julequately punish not only common dishonesty on the 
bankrupts part, but also such reckless and improper dealing 
with his borrowed resources as substantially amounts to dis- 
honesty — the danger still remains that the prospect of relief 
tlmiugh bankruptcy may tempt men to run risks with borrowed 
property which they would not think it expedient to run with 
their own ; and which, therefoi-c, it is the interest of the com- 
munity to pravent, although such dealing may not admit of 
l>eing proved to be criminally reckless. And further, granting 
that a l)ankrupt should be exempt from legal obligation to pay 
his creditors in full, it still seems right that society should 
emphatically recognise the superior morality of the bankrupt 
who does exert himself to repair the losses he has ciiused. To 
attain this end, and at the same time reduce the danger before 
mentioned, it seems desirable to impose on the bankrupt certain 
disabilities which would not seriously interfere with his esiming 
an honest livelihood, while yet they would express the coldness 
that society should feel towards a man who has failed to satisfy 
just claims — coldness rising to disapproval if he makes no effort 
to satisfy them. Thus a bankrupt— so long as his debts remain 
unpaid — should, I think, be placed on a level with a pauper in 
respect of all political rights; and the protection from » his 
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creditors aflforded him by bankruptcy should be made con- 
ditional on his name being kept in a register open to the 
inspection of all persons in the place in which he tr^es. This 
latter provision, indeed, seems expedient on a different ground, 
of which we have before taken note; namely, for the due 
information of all jiersons who may hereafter have dealings 
with the bankrupt. 

I have distinguished lus a sjiecial nifxle of govermiiental 
interference that which operates by giving a definite inter- 
pretation to customary engagements. Here again a line re- 
quires to be carefully dmwn between an inqiartial effort to 
iiscertain and define the probable meaning of the coritrading 
jjjirties, — which is obviously an indispensable function of the 
judicature in cjise of disputes, — and an attcniipt to modify what 
is held to be a Ixid custom : tispecially since in the development 
of our owii “judge-made” law, the latter attempt has often 
been imule in the guise of the former. Such interference by 
mere inteipretation, which will only be operativo if the persons 
affected do not bar it by express contmet, is obviously of the 
very lowest degree of intensity, politicjilly s])eaking, and hardly 
amounts to a sensible restriction on liberty; and it (Jiinnot be 
effective if the persons concerned are decidedly avei’se to the 
change s<uight to be intnxluced; but where there is no such 
aversion it may sometimes have important economic efiects by 
overcoming the “friction” of mere caielessiiess and ignomnee, 
oi* by forcing the tsicit combination of jMirsons who gjiin by the 
old Ixid custom to become open and aggi’cssive, and so ]X)inting 
it out for successful resistance. 

This interj)retative or quasi -interpretative inten'ention of 
law has been largely extended to the impliexl contiucts or un- 
derstandings involved in different economic relations. Thus the 
Ltiw of Partnership and the Law of Agency largely' consist of 
^definitions or interpretations of this kind, designed to prevent 
the disappointment of normal expectations. So far as such 
legal definition of rights and obligations merely imposes on the 
persons concerned the necessity of making express contracts and 
announcements, if they wish to avoid the obligations that the 
law defines as normal, it does not materially restrict natural 
liberty; it is only where this avoidance is not allowed, that 
the i^tiiction becomes palpable and serious. For instance, the 
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legal obligation on common camera to receive the goods of all 
applicants on similar terms is merely an interpretation of a 
common understanding, if it can be evaded by giving full 
public notice; but if it cannot be so evaded, it becomes a 
material interference with laisser faire. 

§ 6. Similar debcate questions as to the line to be drawn 
between the intervention of government to protect, and its inter- 
ference to control, the freedom of individuals, arise when we try 
to determine exactly the limits of the right of property according 
to the system of natural liberty. Granting that the natural right 
of projKirty includes the power of absolutely excluding others 
from the use and enjoyment of any iruxterial thing over which the 
right hiis been jiccpiired, it still remains to be aske^i what kinds 
of things natural liberty would allow to be thus ap})ropriated — 
how far, in particular, such appropriation should be allowed with 
regard to land, the greiit ]»ermanent instrument and store of 
material for human industry. The extremest advocates of laisser 
faire have n(‘ver dis})iited either the justice or the expediency of 
kee})ing in common ownership certjxin portions of hind obviously 
more useful when freely used in common — such as hmcIs, rivers, 
and other portions reejuired for communiwition and conveyance. 
FurthiT, in mcxlern Euroj>ean countries even such land as hfis 
been allowed to jkiss completely into private ownership hjis been 
hold liable to special burdens fta* public purposes; and the right 
of thc! community to take from individuals land specially needed 
for important ])ublic objects, at a price corresponding to the 
imirket value that it would have hjid independently of such 
special need, — which in recent times has been generally admitted 
and to some extent exeivised in the importiint case of railways, 
— may ]HThaj)s fairly be regarded not as an encroachment on 
private ownership, but as a reservation tticitly understood when 
such ownerahiji was allowwi. Again, so far as a community 
owns land iis yet unappropriated, but likely to be more useful if 
allowed to ]kxss into private ownership, it is a difficult and ' 
subtle qiuistion to detei-mine whether the principles of mitural 
liberty prescribe* any one method of effecting this transition 
rather than any other : also whether any of the various compb- 
catexl and elaborate regulations with regard to the sale of public 
hmd, which in English and other colonies have been adopted or 
pro}K)sed with a view to improve the process of colonisation, 
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Ciui properly be regarded as a species of governmental inter- 
ference\ 

A different kind of problem has somewhat j>erj)lexed and 
<livided the jidherents of natural libert}" in respect of pi’operty 
in the results of intellectual labour. On the one hand, it has 
seemed cleiir that the man who works with his brain has as 
much right to have the fruits of his labour secured to him as 
the man who works with his hands. On the other hand, since 
the only effective way of protecting such fruits is to prohibit 
imitation on the part of othei’s, it is not surprising that this 
very exceptional interferences with the freedom of action of 
those othei's should have been thought by some persons to 
conflict with the jirinciples of natuml libei*ty. In the Ciise of 
copyinght, however, this latter view appears to me su])erficial ; 
so far at least jis the protection is limited to results which 
lici’sons other than the author ])rotected (;ould not conceivably 
have jwoduced by independent effort — as is mainly tlu‘, case* 
with cop}iight. It ciin haitlly be an interference with .As 
natuml liberty to I'xclude him, in the interest of B, from the 
gratuitous use of utilities which he could not possibly have 
i*njoyed except as a result of B’s labour. Hence I should be 
disposed to regaitl at least any limiUition of copyright to a 
peri(Kl falling short of the authors life®, as an encrtwich merit 
on natural liberty in the interests of the community. But 
J should hesitate to take* a similar view in the (Mise of ])atents ; 
since here the difficulty of preventing the protection of A from 
interfering with the independent action of B seems pmctically 
insuperable. It is almost always within the limits of human 
prolwibility that in protecting a techniciil invention we may be 
supiiressing the jiossibility of a similar invention which might 
otherwise have betui made by some one, else ; iruleed such co- 
incidence of inventions may even be said to be jiositively 
probable, whenever seveml ingenious minds are simidtiirieously 
])ondering over the best methtnl of meeting some definite 
technical need. Owing to this inevitable danger of conflicting 
claims, and to the undeniable hampering of industrial ju-ogress 
that is consequently liable to result from the 2>rotection of the 

* 1 Cf. c. iv. § 12. 

® As J shall presently point out, the right to control any kind of property 
after death is a doubtful point in the system of natural liberty. 

s. p. E. 
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first inventor, it seems hardly possible to frame the regulations 
of a patent law on any other principle than that of carefully 
balancing opposite expediencies. Indeed some able men who 
are not generally socialistic in their views, nor in any way 
opposed to the principle of copyright, have yet thought it de- 
sirable on the whole to do away with pitents altogether, and to 
leave inventors to be rewarded by the State. And the majority 
of competent judges, who consider it prac,ticiilly impossible to 
give the inventor sufficient inducement to work except by se- 
curing him a legal monopJy of the results of his labour, are 
yet generally of opinion that the dunition of this monopoly 
should be limitcHl to a compimtively shoit term of years, in 
the interests of industrial progress: and many of them think 
it further desir.ible that a patentee should be compelled to 
allow his invention to be used by others, at a price fixed 
by government, uiidtjr certiiin circumstances ; that is, either 
(1) when the jiatentee does not use the invention himself, 
or (2) when any other inventor hsis nuide substantial im- 
provements in it. 

Another doubtful point in the definition of the rights of 
private property, on the prineijiles of laisser faire, relates to 
the right of bequest. Many even among the jurists of an earlier 
age, in which the hypothesis of a Ltiw of Nature was geneially 
{iccepted, preferred to treat the right of bequest iis established 
by Positive mther than Natural law ; and in fixet it is difficult 
to maintain that we interfere wuth a man’s natunil liberty by 
not lotting his wishes determine the relations of other men to 
a material world in which h«i is no longer living. There ai’e, 
indeed, two obvious and forcible reasons for allowing free 
bequest in a general way, independently of the actual sentiment 
in its favour; first, that any law prohibiting it would be likely 
to be frustrated by gifts before death ; and secondly, that such 
a law, so far as effective, would tend to diminish seriovisly the 
inducements to productive labour and cjire during the closing 
period of a man’s life. But arguments of this kind can hardly 
bt^ pressed to prove the inexpediency of all restrictions on free- 
dom of bequest ; and any such restrictions that tend to increase 
the utility of the wealth bequeathed by enlarging the Ircedom^ 
of action of those to whose management it is left, may fairly be 
advocated in the name of natural liberty, no less than '^'in the 
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interests of production. And in fact the tendency of modem 
English legislation has been to introduce, to a continually 
greater extent, two different kinds of limitations on the indi- 
vidual’s right of disposing of his property after death; first, in the 
case of bequests for public purposes, by treating the testator’s 
dispositions as liable to sm indefinite amount of revision and 
modification in the interests of the public, after a certain interval 
of time has elapsed ; and, secondly, in the case of private be- 
quests, by restricting the testator’s jjower of preventing the 
alienation of the property bequeathed, on the ground that such 
imilienable ownership is liable to lead to inferior management, 
esj)ecially in the case of land. 

Again, since through ticcident, neglect, or indecision a certJiin 
number of persons die without exercising the right of bequest, 
the government has the strictly m^cessar}^ function of deter- 
mining in such wises the devolution of thf^ proy)orty left 
behind. Ceteris paribus the obvious end to be aimed at in dis- 
tributing such intestate inheritances is to satisfy iis far tis 
yiossible any definite expectjitions which the general habits of 
bequest may have created : but the guidance of this j»rincij)le is 
liable to be obscure and ambiguous, even on fundamental points: 
and even where it is not so, it cannot be regjirded as an inter- 
ference with natural lil)erty to deviate from the ordinary cus- 
toms of bequest, in order to adopt an economically preferable 
nile of distribution— as (e.g.) by abolishing the law of primo- 
geniture in a country where it is found to have an unfavourable 
effect on agriculture. 

In short, neither “protection to property” nor “enforctv 
“ rnent of contract” turns out to be in pnictice so sim}:>le a 
matter as some theorists apjxjar to suppose. The determina- 
tion of substantive or primaiy rights imder either of these hejids 
involves disputed questions of great moment, in the settlement 
cjf which the effects of different rules on the production of 
wealth have to be carefully considered ; and further questions 
of hardly less importjince arise in the regulation of procedure 
and penalties, esjiecially in respect of enforcement of contract — 
e.g., as to the nature of the penalties for non-payment of debt, 
and the order of priority in chiims to be allowed to different 
classes of creditors. The consideration of economic conse- 
quences should in my opinion be generally paramount in 
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deciding important issues in these de])artments of law : as, for 
instance, in determining the law of Bankruptcy, the law of 
Patents, and the main restrictions on Bequest. Since, however, 
this view has not generally been taken by jurists and legisla- 
tions, it has seemed to me best to treat these questions as lying 
on a kind of debatable border-ground where the Art of 
Politiwil Economy merges in the wider Art of Politics. 



CHAPTER IV. 

IMmRTANT CASES OF C.OVERNMEXTAL INTERFERENCE 
TO PROMOTE PRODUCTION. 

§ 1. I NOW p;i8s to the (Hsciission oftho chief iictual cjisos 
in which luoflern governint^nts have distinctlv encroached on 
the system of la/isser faire in the inUTcsts of production, 
eith(‘r by biking into th(*ir own management certain dc’ipart- 
ments of industry, or by regulating or assisting the under- 
bikings of private individuals or comjMinies. 1 ought to jiremise 
that in speaking of ''governments” I include both "c(»ntral” and 
“kK«il ” or " jirovincial” governments and do not geiuTally take 
note of the division of fiinctions between the two kinds of 
organs. If my limits allowed, it would be inteivstirig to discuss 
the economic cmisiderations that have to be biken into account 
ill detennining this division. We might notice, in the fii-st 
})Iiice, the analogy between the general arguments foi* or against 
centred isjit ion of govemmenbd functions jmd th(‘ fu’guments for 
" large-scale” and "small-scale” pnxluction in private industry: 
in either ciiso we have to balance the advanbiges of more s])ecial 
(‘Xperience in managers and more keen concern for details of 
the rc^sult, against the Jidvanbiges of more systematic manage- 
ment and generally more comprehensive views iuid a higher 
quality of skill. Again, for govemmenbil work in which p{u*ti- 
cular districts are solely or mainly interested, it is natuml »<) 
stdect the loc^l govtjmments of such districts; on the other 
hand, care has sometimes to be taken that the locfil goveniment 
does not exercise its functions in the interest of its locjility 
where that is opjKised to the interest of the whole country, — e,g., 
if a single town or district has the management of an imjiortant 
railruid or waterway, it may be tempted to make the greatest 
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net profit out of its monopoly by a rate of charge inconveniently 
high for the rest of the community. These and other general 
considerations might be illustrated under more than one of the 
heads that we are about to discuss; but on the whole I have 
thought it best to avoid all questions relating to the strticture of 
government, and coniine myself to the determination of its 
economic functions. 

If we put on one side (1) the promotion of Education and 
Culture, which it is not usual to regard simply, or even 
mainly, from a productional point of view, and (2) the 
“ buniing question ” of protection to native industiy', — which I 
reserve foi* a separate chapter, — we find that the departments 
of production with which govemnients have jictually concerned 
themselves are chiefly various bnmches of what may be called 
the machinery of transfer ; including under this term, not only 
Conveyiincc and Communication, — the establishment and mmi- 
agement of i^oads and bridges, canals and railroatls, harbours and 
lighthouses, the organisjxtion for sending letters and telegrams, 
&c., — but also the imichinery of Exchiuige; Le,, the issut» of 
metallic and jjaper currency, and the business of l)anking so far 
as it is connected with currency. The universtility of the need 
of the commcxiities furnished by thestj various businesses has 
been sometimes put forwani as the justificiitioii for governmental 
interventit)!) ; it has been said that the pi*ovision for such coni- 
miKlities, being a matter of common concej*n, is properly under- 
taken or (Hintrolled by the community through its government. 
But this reason is not sufficiently special ; since the needs of 
food, fuel, clothing, and shelter — the provision for which is 
almost uhivei-ssilly left to private cntei’prisc in nuKleni com- 
munities—are even moitj urgent and iiniversiil than the needs 
of conveyance and communication: arid, further, the reason 
just mentioned would not explain why governments should so 
largely leave the provision for the moveable instruments of 
conveyance — Ciin-iages, ships, &c. — to private enteqirise, whik? 
undertaking the establishment of the ])ermanent and stationaiy' 
instniments — roads, canals, harbours, &c. The valid jirguments 
for govennnental interference in these departments are rather, 
in my opinion, the following. Firstly, organisation on a very 
kirge scale — and in some cases organisation under a single^ 
control — is either necessary or obviously most expedient in 
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importaDt parto of the businesses concerned with transfer; 
so that if they were left to private enterprise, cither (a) 
some important utilities would not be provided at all, or 
would be moi*e expensive or inferior in quality; or (6) the 
business of providing them would become the monopoly of 
private persons, whose interest would not generally coincide 
with the interest of the public. Secondly, there is a si^ecial 
probability that the advantage to the public of improvements 
in the machinery of transfer may exceed veiy greatly the direct 
utilities to the persons who primarily benefit by them ; which 
latter are generally the only utilities for which the provider is 
«ble to obtain remuneration in the way of fi'ee exchange. 

There are besides certain siiecial drawbacks or obstacles 
incident to the production of some of these commodities by 
private enterprise, which will appear when we consider some 
of the businesses in detail. 

§ 2. Ordsinavy Roads, Both the above rejisons for g<3veni- 
mental intervention ai)ply forcibly to the aise of ordinary roail- 
imiking. The indirect advantages derived from good roads, 
lx>th in the improved organisation of national industry which 
results from the development of inteinal trade, and in the 
general sprejul of intelligence, are universjilly recognised ; while 
yet the utilities of transit, as estimated by the individuals who 
would purchase them, would not be sufficient to enable private 
undertakers to construct niinuneKitively the less frequented roads, 
at any rate if the land hiid to be bought ; so that to make tlie 
road system of a modem civilised community as complete as is on 
public grounds to bo desired, the intervention of government — 
central or local — would seem to be almost indisjxjnsjible. On the 
other hand, the more frequented roiids which it would undoubt- 
edly be profitiible to construct, would always be in the condition 
of partial monopoly; mid, therefore, there would be no general 
probability that it would be most profitable for the monopolist 
*ownei*s of the rojuls to charge such a price for their use, oi* to 
keep them in such a condition, as would affonl the maximum of 
juiblic utility. The monojioly, no doubt, would always be partly 
controlled by the fear that excessive tolls or gi*oss neglect would 
lead to the constnictioii of a new road ; but if the new road were 
less convenient to the majority of those who used it, and were, 
therefore, liable to be at any time abandoned in favour of the 
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old road if the charges and conditions of the two were equalised, 
its construction would be too hazardous an undertaking to be 
readily entered upon. 

Further, we have to observe that the use of roads managed 
by private enteq^rise niust necessarily be sold ; and the expense 
and inconvenience involved in this transaction is a serious draw- 
back in the case of much frequented roads. In the extreme 
case of the streets of a town no one would propose that the 
cixpenses of construction or maintenance should be defrayed by 
tolls; and this arrangement is now regarded as being on the 
whole undesirable in the case of highways generally — in spite 
of its (»bviou8 equity from the point of view of distribution. 

The question, however, whether ordinary roads should be 
generally managcjd by , private ent(‘qirise has never been a 
]ji-a(!tical one ; chiefly because the jjortions of the earth s surfixci* 
now employed for this jnirposi*, havt‘, to a grcjat e*xtent, been 
used in comnaai from time immemorial, and so have roiiiained 
the property of the community using them, while th(‘ rest of the 
land has griidually jiassed into private ownership. 

In England, when the inqiortanee of keeiiing the rofids them- 
selves in go<Ml condition Ciinie, in the (*ighteenth century, to be 
more fully recognised, the expense's were at first defrayed by 
t(»lls, the*, management being what may be calk'd qwiffi-govet'^}- 
nieutaP : but the ex})ense and inconvenience of collecting tolls 
has led to the gradual abolition of this system, and the defray- 
nu'.iit of exj)enses <mt of the rates. The bi’idges that form pai-t 
of roiids have for the most ]>a7't. been similarly dealt with ; in 
a few sj)ecial c^ist's, such as tlu' bridges over the Thames, the 
constniction has been undei-takeu by }»rivate entequise on the 
security of tolls ; but even these have, for the* most pirt, been 
subsequently iTought up by })ublic bodies. 

§ 8. Canals and Railways, The case is otherwise with 
canals and railways. Many of these more artificial and elabt»rate 
ways of communic;ition have been constructed and managed* 
by private onteqirise. Still in some of these cases the funds 

' I refer to the Byetem of "turnpike triiHtR,” by which the manaf^ment of 
different turnpike roadH was placed in the handn of different bodies of trustees, 
partly public and partly private, who obtained private capital on loan, pacing * 
the interest with the proceeds of the tolls, but derived no personal profit from 
the business. 
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for their construction have been piirtly obtained by the aid of 
government, in the form of a guarantee of interest or other- 
wise ; while even where the capital of niilways has been 
mised without any »xssistance from the national exchequer, 
the companies providing it — in fully jjeopled countries^ — have 
usually had to obt^iin from goveninu‘nt (exceptional jjowers 
for the compulsory piii-chasc of land, in riituni for which they 
have had to submit to a certain amount of govenimental regu- 
lation. In many other Ciises railwaj^s and Ciinals have been 
altogether constnicted at the public ex])ense, and managed by 
government officials. The juitual motive for these various kinds 
and degrees of govc^minentiil intervention has giauu-ally been 
that othci'A\'ise it did not siM^m likely that the improvements 
in question Avoiild ho extjcuted at all, the ]»rosp(»ct of profit tr> 
jirivate undertiikers not being sufficiently brilliant and certain 
to oven*.ome the difficailtv of collecting capital i)f the large 
amount requinul. In the case* of railways in pailicular, the 
power of compulsory jaircluist* of land has almost always Ikhui 
found indispensjible ; without it, the most (‘Uterj rising com - 
|)iini(‘s would have shrunk from the task of bargaining with 
a large number of private landownei’s, i^ach able* by his refusal 
to increjise the ex])ense and diminish the* utility of t he* line* very 
materially. The ]a'Jictic^il issue has, therefore*, ne»l, b(*en between 
]nivate e*nter]rise ]»uiv and sinijde, and any fe>rm of ge>verimu*ntal 
interfere *nce, but merely as t(» the kind and de*gr(*e e)f the latter. 
For, em the vi*ry principle's of natural libei-ty as ordinarily iinder- 
steM)d-, it. seems due te) the owners e»f ]>rojierty eai whe»m a ferced 
(*xcbange is im]Kis(*d, that the powei* te) (!e)mpel suc.h exchange 
should only be gninted after cxircful investigation has shewn 
a decided i)re)sp(^,ct e>f public jidvantjige from it; while ycjt the 
necessity of making this invc»stigjition, by what(^v(*r machirie^iy 
it is ce)nduct(*d, rtmders it difficult to exclude altogeth(*r the kind 
of illegitimate influences that we before noted as a danger 
incident to govenmientjil management. So, again, when a 
railway has been constructed, the more or less complete 
monopoly which it is sure to have of the facilities of conveytmee 
between certtiin places on its line is, in part at least, due to the 

^ In the United States and the Dominion of Canada tlie construction of 
great railways has been subvented by large grants of land as yet unoccupied. 

‘‘See, however, the note at the end of the chapter. 
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necessity of obtaining governmental sanction for any rival 
undertaking; hence government is specially called upon to 
take care, if possible, that the interests of the public are not 
sacrificed to those of the monopolists. Further, the large 
amount of capital i*equirod for the construction of a railway 
or a canal generally excludes the indejKjndent enterprise of 
individual capitalists from this department: the choice, there- 
fore, lies practically between governmental agency and the 
agency, under governmental control and regulation, of large 
joint-stock comjMinies; and we have before observed that the 
latter is likely to .exhibit somewhat the same defects as govern- 
mental agency, in compai-ison with management by private em- 
ployers. The ex])erience of different European countries during 
the last fifty years htis afforded considerable means of com{)aring 
the two s>T^teins : and the drawd)acks that it has shewn to exist 
in the system of management by regulated joint-stock compmies 
may be stated jis follows — ^taking for simjdicity the case of 
jtiilways, which has now the greatest practical impoi*tance. 

1. In Construction, want of sj^stem, Itwuling to unnecessai^- 
outlay : while yet gaps aix* hd*t which it would be for the interest 
of the community to fill up; since local lines not likely to bring 
julditional profit to shareholdt*^ might often paj' their own 
expense's an<l greatly benefit their districts. 

2. In respect of Mmiagement. again, so long as the sepamte 

companies are fighting each other for traffic, the })ublic loses by 
the inct»heri'nt organ isjit ion of its railroads — through difficulties 
of through -booking an<l iiiiperiect coiTi'spondence — probably 
more than it gains in clu'ajmess by competition. Conqietitioii, 
however, tends to be continually reduced by the “ fusion ” or 
“ amalgamation” of comjmnios, which it is decidedly the interest 
of the latter to effect; though until it is effected the desire 
that ejich connwiny naturally has to airange the amalgamation 
on the best terms to itself tends to intensity rivahy and pro vent 
any effective co-openition in the meanwhile. ' 

3. Amalgamation, however, increases the ilanger of di- 
veigencc between public and private interosts, that we have 
seen to be involved in monopoly. Nor has anything been 
gained, in England, by tlu^ attempt made to secure the public 
interest, when the construction of the line is authorised, by 
imposing limits on the fares charged; and attempts of this 
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kind seem generally likely to fail, since the difficulty of fore- 
casting the future conditions of a business like railway travel- 
ling would render it ncccssar)^ to fix the limits of charges at 
the outset so high that it would probably not be the interest 
of the companies to come up to it, in case the undertaking 
was successful. 

Again, the attempt to keep down the profits of such a 
monoj)oly, by fixing a maximum dividend, is o|)en to the serious 
ectmomic objection that, when the maximum is reachwl, the 
company ceases to have any intei-ost in preventing waste in 
management. This objection, however, might to a considerable 
extent be obviated by allowing the company to appro))riate 
a certiiin share of the profits iiaide beyond a certain limit, 
on condition that the remainder be ap})lied to the i-eduction of 
charges. And in England the pn»fits of niilways have jus yet 
not reached the point at which this pirticular objection would 
become pmcticajly imporiant. Hi^re thi^ .actual divergence of 
private from public interest lies mainly in the tact that the 
foniier excludes the possibility of such a reduction of fares as 
might greatly increase the utility of the railways at the risk of 
a slight loss in net revenue — a risk which it would obviously be 
ex))edient for the community to inm in the circumstances, but 
not for 2)rivate shareholdei-s’. 

On the other hand, in a country' like; our own, in which large 
Jiccumulations of capital are continually being made, and any 
oj)ening for its profitable employment is eagerly seized, there .are 
gi-eat counterbalancing advantages in leaving the field to joint- 
stoiik companies : and there seems no i-etison to doubt that this 
agency has actually supplied us with railways both more amply 
and at an earlier period than governmental agency would have 
done, and i)rolmbly with a closer julaptation of the onler in time 
of their ivmstruction to the netsds of industry. 

On the whole, the conclusion would seem to be, in the case 
* of undei'tiikings of this kind, that where the work is likely to be 

^ On the vexed question of ** differential rates” 1 reserve what I have to say 
for a subsequent chapter (viii. § 4), in which 1 treat of the principles on which 
tile governmental management of such a business as railway conveyance ouglit 
to be conducted. Here I will only say that the possible divergence on this point 
• between the interest of the public and the I'eal private interest of the railway 
com})auy appears to me more limited in extent and importance than it is usually 
8upp(>iied to be by the traders who complain of differential rates. 
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clone by joinfc-«tock companies if government does not interfere, 
it should be left to the former during the first and more tenta- 
tive stage of the undertaking, and even that private enterprise 
should be (!nex)iiragcd by concessions tolerably liberal as to 
charges, &c., f<ir a limited period; but that the ultimate interests 
of th(i community should be secured by giving the government 
the right of eithiT freely revising the charges at the end of 
the period, or t.aking the business entirely into its manage- 
ment, on the payment of a fair price for the material capital 
canployed, but without any extra sum in consider.ition of iictual 
or (‘xpected profits \ 

In the case of railw.ays it is not pmctically })Ossible to 
sejKirate the general management of the machinery of con- 
veyance from the management of the roads over whi(!h it 
Avorks®. But, as I have* before observed, the cvise is different 
Avith oi*dinary roads and canals. Here the })ro\usion and 
managenu'iit of tlu* moveable instruments of conv^eyance has 
been generally left to ]»rivate entejprise, without any goveni- 
niimtJil control for economic ])urpuses, except as regaitls the 
prices charged for the use of vehicles l)lying in the streets of 
towns. Thc^ ground for this latter exc(^])tion lies in the great 
convenience to the (Mrtisumer of a unifonu and stiible price: 
otherwise the use of hackney cjiiTuiges would seem to be* 
a coimmMlity of which the value might be left to bi‘ deter- 
mined by open coiii])etition, as adA’antJigeously as the value 
of any <jther article. 

§ 4. The Post Office, Th(‘ conveyance of letters is the 
depirtment in Avhich the mlv.antages and success of gOA’crn- 
mental intitu-ference are most generally mlmitted — with the 
t»xception, perhaps, of coinage. The reason is that, while, the 
business is in the main of a routine kind, sidapted to go\ern- 

^ Ak I Khali jireRently point out, the same principleR are applicable to other 
bueinoHMes besides those connected with transfer, provided they are of a kind that 
tend to become monopolies. It may be urged as a defect in the arrangement ' 
proposed that it would not give the (company sufficient interest in the manage- 
ment of its biiHincHR during tlie concluding part of the period. I think that 
there is some foine in this objection; but that it might be obviated by a 
voluntary agreement between the government and the company, made at a date 
somewhat earlier than the termination of the legal independence of the 
company. « 

^ When railways were first introduced, it was intended that the use of them 
should l)c made available to the carriages of private individnalB. * 
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inental agency, both the gain in convenience and the saving 
of labour secured by unity of mamigenient are specially great ; 
since the cost of carrjdng letters from office to office is but; 
slightly increiisexl by any increase in their number, while th<^ 
reduction in the ratio of labour to utility in the work of 
distribution, obtained by the monopoly of it within each area 
of distribution, is very considerable. The ssiving thi*ough unity 
of management is less in the case of biilk}’^ or heavy pircels, 
since each additional pircel tends materially to increase th(^ 
aggregate of c^irriage ; but when a national machinery exists 
for the <listribution of letters and light pxrcels, then* seems a 
clem- advantage in using it also for the distribution of larger 
parcels. 

Before I imihs to consider tlu‘ other de])artment of what 
I have called the machinery of transfer, — namely, exchange, — it 
may be convenient to notice a case of govei*nmental interiercmcc^ 
which does not come under this head, but which in other 
respects has important economic affinities to the (»ise* of rail- 
ways: I mean the provision of light and water. The analog)' 
consists in the fact that these commodities have to be brought 
to the consumei’s by means of a special kind of path (pljaxs, 
wires), which cmu only be constructed by obtaining the* jiartiaJ 
use of long strips of land; these must either (J) be j)ublic 
roads (jis is oi’dinarily the c^xse), or (2) be obtained by com- 
pulsory stile: so that in either c%‘ise some de.gi*ee of goveni- 
ineiital interference would be indispensjible. Fui*ther, the 
ex])ense of constructing tiny such special paths of conveyance, 
in a town or any thickly inhabited district, would be to a 
groat extent th(i same whether the consumers su]){)1ied by it 
were all the inhabi bints of the district in question or only 
a scattered portion of them ; hence the saving of cost ob- 
tained by kee|)ing the whole supi)ly of a cei tain area under 
on<i management is so great jis to render Ji pivictical monoi)oly 
nijinifestly the most economic, arrangement. On these grounds 
it is generally agreed that unrestricted com])etition, though it 
may be transiently useful, is not to be regJirded jus the nonnjil 
condition of these branches of production: the issue is rjither 
between govemiiientjil regulation and governmental manage- 
ment, jmd is to be decided, I conceive, in much the same way 
as tKe similar iasue in the case t)f railwjiys. 
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§ 5. Metallic Currency. The claims of the State to the 
monopoly of coining have been so generally admitted that the 
most uncompromising advocates of laisser faire have rarely 
thought it needful even to explain why they have not ques- 
tioned it: however, the abstract economic reasons for it may 
be stated as follows. In the first place, the ordinary advan- 
tage to the community from com|)etition, in the way of im- 
pn)ving pnxiesses of manufacture, is hardly to be looked for in 
the case of coin. It is the interest of the community that coins 
should be as far iis jjnossiblc hard to imitate, hanl to tamper 
with, and qualified to resist wear and tear ; but the person 
whf» procured the coin from the manufacturer would not be 
adequat(jly im})elled by motives of self-interest to aim at securing 
excellence in these points, sinc(^ he would, of course, want merely 
to pass the money, and not to keep it. 

Secondly, the mlmitted governmental duty of giving pi*otec- 
tion agsiinst fraud would in any circumstances have to l>e 
jjcrfonned with sjKJcial vigilance in the case of coin, owing to 
the extremely transitory interest that iwich individual hiis in 
the quality of the money he uses ; and though this might con- 
ceivably be managed, if free coinage were allowed, by making 
it criminal to issue coins of the. kind ordinarily used, containing 
less than the onlimuy weight of metiil ; still the prevention of 
fraud would be far moi*c difficult thjin it is at present, when all 
coining is illegal and all coins of the s*ime value are uniform 
in sha})e. 

A supplementary argument in favour of governmental 
coining — in the abstract* — lies in the difficulty of otherwise 
securing a fair allotment of the loss through wejir and tear 
of stjindard® coins. The convenience of circulation would in 
iuiy c^ase k^ad to the establishment — by common agreement if 
not by governmental regulation — of an allowable margin of 
deficiency in weight : but coins reduced through wear and tear , 
below this margin would ultimately have to be rejected : and 
it is obviously unfair that the consequent loss should fall on 
the individual who, in the pissage of a coin from hand to 
hand, happens to jK)sse88 it at the exact point of the process 

^ This advantage is not actually secured under our present system. 

s Token*' coins would, I suppose, be convertible by the issuers on deviand, 
like bank-notes. 
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of gradual attrition at which it falls below the accepted standaid 
of weight. There seems, however, no effectual way of avoiding 
this result except that government should undertake the loss 
and regularly call in light coin. 

It is to be noted that if coinage were left to private enter- 
prise, the expenses of producing coins would not really fall on 
the cx>n8umer : since, in fact, they would not fall on any one : 
they would merely have the effect of raising the exchange value 
of the coin propoi-tionally above the value of th(.‘ mefial con- 
tained in it. Hen(!e, primd fade, the «inie result ought to be 
brought about, where coinage is monopolised by govcTninent: 
since, if government bears the cost, the public loses (tolhictively, 
without any con-esjionding gain to tlui members of the com- 
iriunity. On the other hand, the »id vantages of gratuitous 
coinage are (1) that it guards against th(^ dangcT of slight 
fluctuations in the value of coin relatively to bullion, through 
temporaiy over-coinage and stojipage of the mint ; and (2) that 
otherwise merchants engaged in foreign tnuh* — whtTe coin is 
merely used as certified bullion — would ni^cessiirily lose the 
mint charge in exy)oi-ting the coins, and would, therefore, have? 
to raise the price of foreign goods in order to transfer the loss 
to consumers. But I know of no evidtjnee from exf)erience to 
shew that danger (1) is considerable: and, as rtigards (2), there 
does not appear to be any general reason why foreign trade 
should be thus specially subsidised at the public expense; in 
fiict, as Jevons urges, the argument nither shews the desirability 
of estiiblishing an international currency, if it be possible. 

The geneml considerations, therefore, seem to b(*. in favour of 
defraying the whole cost of cxiining by reduction in the weight 
of the coins ; and, for the rejison before given, this cost ought 
to include the loss through wear and tear, which should be borne 
by the calling in by government of the coins that have become 
^ too light through use — provided that fiaudulent removal of the 
metal can be adequately prevented. 

§ 6. So lar we have considered (1) unilormity, and (2) 
protection against (a) fraud and (6) unequal incidence of loss 
from wear and tear, as the points at which government should 
aim in managing coinage. We have now to take note of 
another important characteristic of a good medium of exchange : 
t.6., iStability in general purchasing power. Considerable fluctu- 
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ations in the? value or general purchasing power of money are 
admitted to be an evil, from the disappointment of expectations 
that they cjiuse, and the consequent uncertainty in calculating 
returns and rtuininerations, which is unfavourable to steady 
industry and wireful trade : we may, therefore, assume that it is 
desirable to guanl against such fluctuations so far as this win 
bt? deme effectively without cAusing worse evils. There ai'c 
two distinct ways in which government may conceivably attain 
this end while keeping its curiency on a metallic bisis : either 
(J) by actually nuKlitying the conditions of value of the met^il 
used for standai-d coins, or (2) by measuring its changes in 
gtineral ])iirchasing p)wer, and thus obtiiining an ideal standanl 
free from the fluctuations in value of the material medium of 
exchange. We might distinguish (1) and (2) Jis the method of 
realy and the meth<Ml of ideals iiRKlification respectively. Let us 
consider the fonner first. 

Where the nuHlium exchange, legally avsiilable for 
paying oidinary^ debts ^of iinuiey, consists of coins of one 
metal and notes convertible int(» coin on demand, 1 know no 
means generally aj)pliwibl(‘ for rendering its value more stable 
that ciould be recommended for the use of government. On the 
tun* hand, a tendency to rise in value could only be resisted by 
promoting tht* use of substitutes for coin : but it is not oidinarily 
in the powt*r of government to do this, in an Jidvanced industrial 
community, exct»pt so fjir as the use of such substitutes is 
juitiially reduced by legal restrictit)ns. In this latter case, no 
doubt some efft^c.t in tlie desiretl direction might be iwcduced by 
nuiioving or m<Klif}dng the restrictions: thus in England the 
demand for gold coin might be to some extent lowered by 
allowing the usi* of one-j)ound notes; but the eftbet of any such 
meju^ure, ado])ted in a singh* country only, is not likely to be 
gi-eat. On the other hand, a fall in the purchsising power of gold 
coin might wmctuvably be counteracted by restricting coinage; ^ 
but as this would tend to reduce the standai-d (joins to more 
tokens, the remedy would be worse than the disease. 

I hold, howev(*r, that a material improvement in the 
prospects of stability of value of the medium of exchange n\ay 

tSaat we l)cyoii3L tb» small amomit lot v«\nch tbkexi coma arc 
legal tender and that have not \)een contracted under the exprees oon^tmu of 
being paid in some other currency. 
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be obtained by the plan known as Bi-nietallism ; t.c., by coining 
gold and silver freely and making them legal tender in unlimited 
amounts at a fixed ratio. In a former part of this work I have 
already explained how a combination of governments may — ^up 
to a certain point — maintain the concurrent use of gold and 
silver as currency at a fixed ratio of exchange, even when the 
conditions of supply and demand ai*e such iis would — if operating 
unchecked — cause them to be exchanged at a different ratio. 
To shew clearly the nature and extent of the force that such 
a bi-metallic union can exert, it will be convenient to dis- 
tinguish (a) the monetary demand of the ctimbining com- 
munities from (b) the rest of the demand for the precious 
metals — whether this be the monetary demand of countries 
outside the union, or the industrial or rather non-monetary 
demand. We may call the former (a) the “ rated ** demand and 
the latter {b) the “ unrated ” demand, or the demand of the 
outside market. The force, then, by which the bi-metiillic 
cuiTcncy will tend to be maintiuned in effectual use — not- 
withstanding changes in supply ami unrated demaml tiuiding to 
cause a market-ratio of exchange between the metals dificjreiit 
from the governmental ratio — is the self-iulaptation which will 
cjontinually take jilace in the rated demand, counteracting the 
effect of such changes. When the outside conditions tend to 
make silver cheap, the niti'd demand will become a demand for 
more silver and less gold ; when they tend to make gold cheap, 
it will become a demand for more gold ami less silver; and this 
altei-nation will keep the market-ratio approximately identiciil 
with the mint-iutio, in Jiccordance with the ordinary hiw of 
value as dependent on supply and demand ; and thus — providt^d 
that the tendency to divergence so countenictcd is not too great 
or too prolonged — the currency will remain effectively bi-metallic, 
though it will be composed of the two metals in continually 
varying proportions. 

I lay’ stress on the nature of the force exercised, beciiuse bi- 
mt'tallists have sometimes sjjoken as if legal interference had 
some j)ower of bringing about the concurrent use of the metals 
at a fixed ratio otherwise than through the ojieration of the 
.oi’dinary law of supjdy and demand ; while their o])j)onents have 
often spoken as if the action of governments in establishing a 
hxed Atio between fft)ld and silver money wiis an attemjit to 
S. P. E. "^5 
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resist natural laws, which must therefore be foredoomed to 
failure. Both these views seem to me misleading. On the one 
hand, though the fiat of government can no doubt deteniiine, 
independently of any eflfee.t on the relative market values of 
gold Jind silver, that these metals when coined shall be legsil 
tender at a fixed ratio, it c^innot secure that they shall be 
concurrently used, exticpt very transiently, unless it also deter- 
mines the ratio in the outside market; and the only way in 
which governments can act on this outside ratio is by changes 
in the monctaiy demand Jis above* described, which of coui-se 
tend to affect market value just in the same way as any other 
changes in demand woukl affect it. On the otlua* hand, it 
seems to me clear, that if the*, monetary demand of the bi- 
metiillic union be large relatively to the whole demand for the 
precious metjils, the bi-metiillic character of the currency may 
be (iffectually maintiiined in spite of very considenible fluctua- 
tions in the outside conditions influencmg the market value of 
the metals ; and that by thus maintaining it the governments 
n(» more attempt to override economic laws than a man attemj)ts 
to <»verride mechanical laws by (greeting dams or dykes against 
floods. 

1 will illustrates the process above* describwl by a hy^iothetical 
cjisc, which will at the sjime time shew how the effectiveness 
of the bi-metallic union will dt'pend uy)on the ])roportion of the 
monetary demand that it controls to the* whole demand. Let 
us assume that there is a bi-nict?illic union of countries holding 
three-fourths of the whole stock of gold coin in use, which we 
will take to be £700, 000, 000 ; that when the union begins, the 
g(m*rnmental nitio of gold to silver is that of the market, say 
1 : 15J ; and that three-eighths of the annual sup])ly of gold 
goes to the bi-metallic mints, one-eighth being absorbed by 
the non-bi-inetiillic mints, and one-half by the non-monetary 
demand. Let us assume further, that when the union begins, 
the countries are increasing in wea,lth, and that the annual 
supply of g()ld and silver is just sufficient to keep their 
values unchanged in relation to commodities generally. Now 
let us sup}X)se that, other things rt*maining unchanged, the 
annual supply of gold falls from £20,000,000 to £15,000,000. 
Obviously the most that could be required to maintain the 
rated value of gold in the outside market would be that the 
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same supply as before, £12,500,000, should go to satisfy the 
outside demand ; but in fact slightly less than this will suflSce, 
since the value of gold — Jind, therefore, under the bi-mobillic 
system, of silver also — will rise slightly in consequence of the 
decre«ised supply of gold, and this rise will cause a corre^jxinding 
reduction in the unmted demand for both metals. This hist 
effect will also involve a slight increase in the amount of silver 
brought to the bi-metallic mints. The bi-metillic cuiTeiicy 
will thus tend to have loss gold in it than before in })ro}M>rtion 
to silver; but it will not, therefore, have jiositively less gold 
than before, since the supj»ly that still comes to the bi-rnetillic 
mints will more than suffice to make up for the loss through 
wear find tear of coins. And this stit-o of things may b<? con- 
ceived to go on for an indefinite time without any ten<lency 
to deprive the bi-metallic currency of its gold, or to Ciiuse a 
divergence betwetm mint-mtio and inarket-mtio ; though of 
course the proportion of gold coin to silver will stojulily decrejise 
under thi‘ conditions suppose<l. 

If, however, we luul inveilied the su])yH>sed relation oi* the 
two iiionetiiry dennands, — if we hjid KU])pose(l a bi-metallic mint 
absorbing, before th(! fall in pnKluction, only one-eighth of the 
annual supply, and non-bi-niet^illic mint« absorbing three- 
eighths, — the change sup|x>sed must at once have decrii;i.sed 
the stock of gold coin held by the bi-mt*tjillic country; and 
ea(jh succeeding year would diminish it further un1.il the 
cun*ency would betxune pr«icti«illy a im)no-metjillic cun*ency of 
silver — with some gold coin probably circulating at a premium. 

Similar results would follow, mutatis mvitandin^ if we, supposed 
an increased supply of silver instetwl of a decreaswl sujqil^’^ of 
gold; in either case, the questions whether, imd how long, the 
nominfUly bi-metallic currency can rejilly maintain its char.icter, 
must depend on ’ the extent of the nited demand tis conij»ared 
with the outside demand, and on the magnitude of the? chfinges 
tfiat occur in the outside conditions detennining the value of 
either metal. 

Supposing that the bi-metallic system is effectually main- 
tained, in the manner above explained, it will evidently have 
two effects: (1) it will keep the ratio of exchange between the 
metals approximately uniform, not only within but also outside 
the ran^ of the bi-metallic union ; and (2) it will tend to make 

29—2 
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fluctuations in the standard of value less rapid and serious by 
spreading the eflFect of any change in the conditions of supply of 
either metal over the whole aggregate of the world’s currency, 
instep of letting it operate solely on that part of the ctirrency 
which is coinjK)sed of the metal primarily affected*. The ad- 
vantages of (2) are, I conceive, generally admitted: nor will the 
advantages of (1) be disputed, if we assume that both gold and 
silver are t(» continue to be extensively used in the whole 
aggregate of civilised communities effectively united by inter- 
national trade : and at the jiresent time the most eager mono- 
metallists do not apjiear to desire the universal adoption of a 
gold currency, at the risk of a gi*eat rise in the value of the 
medium of exchange. Indeed we may say that the trade of 
the world — even the internal tn«le of the British Empire — 
wdll in any case be canied on under what may be called, in a 
certain sense, “ bi-metallic ” conditions: and that the practical 
issue, so far Jis international trade is concenied, lies n<jt between 
mono-inetallism and bi-metallism, strictly 8pc‘.aking, but between 
what we might call “ rated ” and “ unrated bi-mettillism.” 

If, then, the advantages of effectual bi-metiillism be granted, 
the next jHiint in a practical consideration of the scheme would 
1 x 5 to estimate carefully the jictual chance of inaintiiining it. 
But to frame such an estimate hardly comes within the scope of 
the present treatise : since tor this puriK)se, txs we have seen, it 
is fundamentally imjMirtant to determine the 6'xtent and dura- 
bility of the combination of goveniments which mn reasonably 
be anticipated, jls well iis the extent of the monetary demand 
that they cjin control, as comptirt^d with the outside demand for 
the precious metals. 1 do not profess to deal with the strictly 
political aspect of this (question, and, in a ti eatise that is primarily 
concerned with principli's, it would be out of place to discuss fully 
even its i*conomic jusjiect : especially as the industrial world of 
which England is a jjart seems to me to have before it a difficult 
choice lx‘tween difterciit kinds of risk and inconveniences, tRe 

1 TJie two advantages mentioned in the text are those which appear to 
belong to the bi-metallic system independently of any forecast of the special 
conditions of production of the two metals. But in view of the unfavourable 
prospects of the future production of gold -mentioned in the next paragraph — 
some bi-metallists would lay still greater stress on the danger which a gold 
moiio-metidlic currency involves of a fall in prices so great and prolonged as to be 
seriously injurious to trade and industry. • 
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decision of which requires a very careful estimate of the economic 
quantities involved. I may, however, say that at present the 
balance of argument appeiirs to me to be on the side of bi- 
metallism ; provided that a stable combination can bo eifected 
— such as has been proposed — of England, the United States, 
Germany, and the countries forming the Latin Union. It must, 
indeefl, be conceded to niono-nietjillists that if — as Soetheer 
holds' — the present consumption of gold in arts and manufactures 
absorbs nem-ly three-fifths of the* annual supply, then, considering 
the general re^isons that we have for expecting the pr<Mluction 
of gold ti» grow hereafter niori^ scanty arul costly as coiiijiared 
with that of silver, any jxissibk* bi-iiietjillic unirm has to face a 
s(jrious risk of its currency coming to consist mainly of silver. 
On the other hand, the sjime ciiuses that would bring about this 
result would, if there were no bi-metiillic union, inflict on the 
industiy of the countries with a gold standaid the sernjus evils 
of a gre.at rise in the purchasing power of the medium of 
exchange: and, though our ideal aim should bo simply to 
keep the value of this medium stable, it must be rec,ogtiised 
that the economic evils of a rise in value considerably 
greater than those of a fall in vdue ; since the* latter change* is 
on the whole favourable to the classes that are ec.onomically 
most important. Further, 1 think that thi* “ misery ” of having 
to use silver instead of gold is somewhat exaggerated by English 
mono-metallists, especially when only an eiisily altered law 
prevents an Englishman fi’om having the one-paind rn)tes on 
which his Scotcdi fellow-countrymen seem to thrive. Nor is 
the extra cost of storing silver bank-reserves, and of transmitting 
silver bullion in payment of international debts, an evil of such 
magnitude that the mere risk of it should be held to be a con- 
clusive objection to bi-metallism. 

§ 7. But, as I have before said, it is possible to obviaU* the 
];)ad effects of grejit changes in the purch.*ising power of the 
medium of exchange, by a meth<Kl altogether different from 
bi-metiillism and fi'om all other schemes that aim at actually 

' See his ^‘Materialien zur Erliiaterung und Beurtheilung der wii-thsohaft- 
‘‘liohen Edelmetallverhaltnisse’* (1885). He estimates the gold product iu the 
years 1881—1884 at 689,000 kilograms, and the amount consumed in arts and 
manufi^tores— deducting old materials— during the same years at 360,000 
kilograms. 
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modifying the exchange- value of standard coin. We may allow 
the actual standarrl to fluctuate, and yet maintain a stable 
ideal standard by measuring and allowing for these fluctuations. 
The tuloption of such a “tabular standard” is suggested 
by Jevons in his little book on “Money”* (c. xxv). He 
suggests thiit a permaiuint govenimont commission might be 
“created, and endowed with a kind of judicial power. The 
“ officers of the de|)artment would collect the cuiTont prices of 
“ commodities in all the ])rinci])al markets of the kingdom, and. 
“by a well-defined system of wilciilations, would wunpute from 
“ i,hese data the averagi? variations in the purchasing power of 
“gold. The decisions of this commission would lx* ]mblished 
“monthly, and payments would be adjustefl in Jiccoixlance with 
“ them. Thus, suppose* that a debt of oik* hundred pounds w^us 
“incurred iiism the 1st of July, 1875, and wjia to be paid bfick on 
“the 1st July, 1878; if the commission ha<l decided in June, 1878, 
“that the value of gold had falh‘n in the ratio of lOfl to 100 in 
“the intervening yearn, then the creditor would claim an incrt*fise 
“of () per cent, in the nominal amount of the debt. 

“At fii-st the* use of this national tabular sbindai’d might lx* 
“pennissive, so that it could be (aiforced only where the parties 
“to the contnict law! inserU*d a clause* to that effect in their (M»n- 
“ tract. After tht; practicability and utility of the plan had be- 
“coine sufficiently demonstrated, it might be made comimlsory, in 
“th(* sense that every im)iu*y <lebt of, .sjiy, more thjm three months* 
“stan<ling, would be varied accoixling to the tabular standanl, in 
“the absence of an ex])ress j»rovision to the contrary.*’ It is not 
intended that such a c(mimis.sion should take the prices of att 
commoditii*s intt) account in their computation: but merely that 
they should tsike a considerable number of different comiiXMlities, 
chosen so jis to be fairly representative of the whole mass. 

1 concui- with Jevons in rcganliiig th(i scheme jis theoretically 
sound, though 1 think that a con.sideral)le time, would have t<) 
elapse before so unfaiuili«ar a bisis for pecuniary contracts would 
be likely to be voluntarily swlopted to a sufficient extent to justify 
its formal establishment by government as the normal basis, any 
deviation from which must be exju’essly announced. 1 think also 

^ Ah Jevons is careful to explain, the suggestion of such a “tabular standard * 
as he advocates was first made bv Joseph Lowe in 1822; and afterwards by 
G. Poulett Scrope in 1883. 
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that the inevitable thewetical imperfections of the process by 
which variations in the material standard would be inefusin-ed 
would render it especially necessary to proceed with groat caution 
in its practical application. As I have elsewhere ‘ argued, it is 
iniijossible to determine with perfect precision the extent to 
which the general purchasing power of gold — or any other com- 
modity — has changed within a given period ; in conscKpience of 
(1) the changes that take jdace in the relative quantities in 
which diffei-ent articles enter into ordinaiy consum})tiori, and (2) 
of the changes in qinility of articles nominally the sjiiiie, caused 
by the development of industry. 1 agii'e with Jevons that 
the inevitable element of inexactness thus intixKluceil into the 
scientific conjputation of a tiibular standard of value would not 
jiractically })revent us from securing by sucdi a standaitl a higher 
degree of stiibility in the value of money -debts than could other- 
wise be obtained. But it w'ould have the etiect of making any 
]>lan {idoj)ted by such a commission tis he proposes appear some- 
what arbitrary: and in canying it out very delicate ])oints would 
arise on which the decisions of the commission — wdicui they (;aine 
to involve large jKicniniary interests — would be sevei’ely criticised. 
Fur example, if any important change in consumption nmclcuwl 
it necessary to reduce the importance of any commodity in the 
selected list, or even to substitute a new comnuKlity, or if a 
question arose as to the i*ight quality to bo chosen in the cast* of 
an article of which there were different and varying qualities, — 
the immense j>ower of determining gain or loss that the scheme 
would placie in the hands of a few ptu’sons w^ould, I fear, arouse 
mui*h jcjalousy and distrust. T do not urge these objections as 
reasons for not carrying Jevons s suggestion into eftect : I should 
be glad to see this done: but I do not think that we can 
reasonably regal'd it jis a I'esouiw for dealing with pnvscjit 
evils or risks, Arising from changes in the pui*chasing power 
of gold-. 

^ Book I. c. ii. § 3, pp. 71 to 73. 

^ Before leaving this Bubject, I ought to notice a combination of the method 
of bi-metalliRm with the method of tlie tabulai’ standard, proposed bj M. Leon 
Walras, which is certainly at once simple and ingenious, though 1 cannot regard 
it as practicable. M. Walras proposes that there should be a union of govern- 
ments, similar to that contemplated by bi-metallists, which should liave for its 
object not to maintain the unlimited coinage of gold and sUver at a iixgd ratio, 
but, While coining gold freely in unlimited amounts, to circulate along with it 
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§ 8. Paper Currency and Banking. The governmental 
monopoly of metallic currency has never, so far as I know, been 
advocated by theorists — though in earlier ages it has been 
extensively used — as a source of public revenue : in fact, as we 
have seen, the practicjil question is rather whether it should be 
a source of expense to the nation. It is universally admitted 
that the alann and disturbance to trade that would be aiused, 
if government tried to gain by reducing the amount of metal in 
coins while keeping up their value by lirnittition of issue, would 
far more than outweigh any j)rofit that might be made by the 
operation. It is agreed, th(3refore, that goveiDment ought to 
cnin metal into standard coins freely for all applicants, at a 
price at any rate not materially greater than the cost of coining. 
For similar rojxsons, it is agreed that the tem})ting source of 
gain offered by the power of issuing intronvertible notes should 
be at any rate reserved for an extreme crisis of national need. 
But it has often been maintained that the State ought to keep 
in its own hands the? business of issuiYig notes convertibU^ into 
coin on demand, with the view of deriving from it a valuable 
contribution to the national income. And it is certjiinly true 

sncli an amount of silver coin us should be found to l>e from time to time 
necessary to keep the purchasing power of montsy approximately stable. This 
silver coin he calls ** billon regulateur,*’ intending it to have — like ordinary 
token coin — a value fixed in relation to the gold coin, and higher than that of 
the silver contained in it. The amount of such coin should be determined from 
time to time by an international statistical commission, which should have the 
function of ascertaining at certain intervals the extent to which general prices 
had risen or fallen : and its coinage should be apportioned by agreement among 
the combining nations, according to the Fecominendations of this commission. 
Supposing such an agreement could be brought about and maintained, I think 
this system might prove as strong as the bi-metallic system proper to resist 
the disturbing force likely to be exercised on it by the expected scanty supply of 
gold ; while, so long as this result was brought about, this regulated supplement 
of silver might no doubt have an important effect in preventing or reducing 
fluctuations in the general purchasing power of money. But the problem of 
determining the varying amounts of silver coin necessary to prevent these 
fluctuations appears to me much more difficult and complex than it does to * 
M. Walras ; since the effect on prices of a given addition to the amount of metal 
used for moiietaiy purposes would vary very much according to the natui-e and 
efficiency of the banking system in different countries. And, since any serious 
mistake in the apportionment of silver coinage among the combining countries 
would render the country on which an excess of silver was imposed liable to a 
drain of gold, I think that the difficulties of forming and maintaining such an « 
international agreement as M. Walras’ scheme requires would be quite in- 
superabte — at least for a long time to come. * 
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that by monopolising this pai-t of the business of banking a 
government can practically borrow a considemble amount of 
capital at a very low rate; at the cost of making and 
circulating the notes, together with ordinar}’ interest on the 
metal kept as a reserve in order to secun^ convoi-tibility. This, 
however, does not prove that it is the interest of the community 
that such a monopoly should be exercisi'd : there ar(‘ many 
highly obj(*ctionable governinentsil monopolies which the State 
could easily cjirry on with considerable jjrotit to the exch(‘«|uer. 
What has to be shewn is either (1) that govenimentiil manage- 
ment has some special advanbiges compariMl with individual 
or associative management in this business: oi* at least (2) 
that, for some reason or other, the extra gain that bankers 
would make, if free issue of l)ank-notes were allowt'd, would not 
be transferred to the consumers by a more abundant and cheap 
su])})ly of the*, conveniences erf banking. As regsinls (2) it is, as 
we have seen, theoretically possible that this transfer might not 
tiike place : the extm gains might (a) be rebiined by the banks 
so far as circumst^inces exempt them fioin com])etiti(m, or (b) 
might be divided among an excessive number of competing 
businesses, so Jis to reduce average profits but ncit charges. I do 
not, however, know any adequate grounds for sujiposing that 
thesis (effects would occur; or that com])etition would not oj»erato 
in the normal way. 

As reganls jioint (1), it certainly seems that the business 
of issuing notes and giving coin for them on demand is of 
the routine chanicter suited to governmental management; as 
iidmitting of being conducted ssifely under fixed niles, by which 
(c.r/.) the amount of reserve to be kept is once for all deter- 
mined^: and a solvent government seems to have an imj)or- 
tant advantage — as comparetJ with private i*nterprise j»iire and 
simple — in being able to provide more complete* security at a 
^ smaller expense of reserve : jwirtly from the generally greats r 
stability of governments, jiai-tly bec^iuse a goveniment, in 
the last resort, am suspend payment and yet keep its notes 
current. And this completer security is important not only 
because the greater confidence that a sjife cunency inspires is 

^ I do not mean to affirm that thia ia the most economioal mode of oon- 
dneting the business of issuing notes. As 1 shall presently explain, there are 
strong reasons for holding that a more elastic system would be more economical. 
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likely to increase its general use; but esi)Ocially for the 
protection of the poor and ignorant persons who would be 
unable to intpiire into the circumstances of the different bsuiks 
whoso notes they accept. 

Tlieso reasons appear to me to weigh heavily against an 
absolutely unregulated issue : it seems, however, that adequate 
security might be jirovided for the ordinary note-liolder^ by 
merely ])lacing ])rivate issues under strict govemmentjil regula- 
tion, while still leaving to jirivate enterprise the determination 
of the anu)unli of notes and the proportion of reserve required 
from time to time. Thus — ^to adopt a suggestion nuide by Mr 
R. H. Patterson* — bank-notes might be issued hy government, 
but for any bank recjiiiring them, without limit, subject only 
to the condition that their value should be covered by a 
deposit of government .securities exceeding the nominal valiui 
of the notes by an amount sufficient to obviate any diinger 
of hiss from depreciation of the securities. Th(^ bank for 
which such notes wen* issued .should bt^ solely responsible 
for the pjxyment of gold for the notes; but they should be 
legal tender until the bank .stopjRMl payment. Whenevi^r a 
bank stop}>ed payment, its de)K»sited securities would be at 
tht* dispo.sal <if the government foi* the paymi*nt of tluj note- 
holders; the notes, in lixct, would become practiciilly a kind of 
exchequer bills; and they xvould probably continue to circulate 
in this c(jn<lition. But, even if they did not circulate, thi* 
ordinal^' note-holder would at any rate* suffer no .serious loss 
from the collapse of tht^ bank resjMUi.sible f<»r them. 

Suppt)sing the value of any nott; to be secured, eitliei* in 
this way or by full governmental r(*sponsibility, there would 
seem to be no gi*ound for prohibiting the issue of notes below 
a certmn amount ; unless .such is.sue should be found to cairy 
with it inevitably a material increase of forgery, which the ex- 
jx.*rience of Scotland <loes not lejid me to anticijwite. Ajjiirt 
from this latter danger, the issue of small ni>tes is, of coui*se, 
an economic lulvantage to the bankern directly, and indirectly — 
we may tissume — to their customers ; no less than the issue of 
notes for larger amounts is. 

^ I distinffnish the **ordinar3’ note-holder” from the man of business who is 
chiefly liable to suffer from a flnancial crisis. 

® Cf. Science of Finunce^ c. xx. 
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But although it seems manifestly possible, by such a regula- 
tion as that above suggested, to protect the ordinary note-holder 
from material loss, I hardly think that this — or any other 
scheme for mere regulation of issues, jis contnisted with absolute 
liimtaticn through State monopoly — would jidequately secur(3 
the result for which the commercial world is most keenly con- 
cerned, by providing a supply of good money in a financial crisis 
to fill the gap causi^i by a general collajwe of credit. It may be 
iirg(?d that, as things are, the agony jioint of such a crisis in 
London is i\3iiched by the Bank of England declining to lend 
even on government securities, and that the diead of this j)r>int 
hjis a cei-tiiin tendency to realise its(jH', as it intiiusifius the 
earlier stiiges of the crisis : and it maiy be thought that such a 
scheme as the above would remove this dre.*id, as it would 
enabk* any Iwink to olitain legal tender by depositing its own 
goveniment securities. And I shoidd admit it to be <juite 
possible that the ])ressure of a crisis might in this way receive 
timely relaxation, so that the crisis might pass off* witliout 
reaching th(‘ worst stiige; but 1 do not see how we can be 
assured that this would happen ; while if the worat stage* w(*re 
reached, if the crisis becam(^ panic, the weak side of the pro- 
j)osi*d system of legal tender notes would become manifest. 
Eviuyone would fear that the jKirticular bank n»sponsible for 
his notes might stop piyiiiont, and thereby n*rluce his notes to 
the condition of mere goveniment debts, not immediate]}' and 
certainly available for meeting liabilities ; there would, therefore, 
be a serious danger of a gentiiul run for gokl, and general ruin. 
This danger is avoided under the existing system in England; 
since no one is afraid of the insolvenc}' of the issue dopirtinent 
of the Bank of England, even when the limitsitions on issue 
in the Bank Charter Act of 1844 an.* teni])orariIy 8uspendt.‘d — 
as has been the csise in the three chief crises that have 
occurred since ]844h And it appears to me that only not<is 
issued by goveniment, or by a bank understocxl to be prac- 
tically secure of the support of government in the ultimate 
resort, would have the unique quality re.(piired to resist the 
woi*st storms of distrust that experience shews to be possible. 

§ 9. There seem to me, therefore, to lie strong general 

^ The iHHne department is required by the Act to keep gold correnponding to 
all the notes circnlated, beyond a certain minimum. 
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reaHons for keeping the function of issuing notes — and of pro- 
viding a reserve of gold for their (Mjnversion — under the respon- 
sibility of government ; instead of merely regulating the issue 
on some such j)lan as that above proposed. If, however, we 
yield to these rt»asons and assume that it is desirable to have a 
monoi^lised issue of notes, sustained (in the last resort) by the 
credit and authority of government, in older to guani against the 
(‘xtreiiie perils of a panic, it is manifest that a stej) in govern- 
mental interference, beyond w^hat we have so far expressly con- 
sidered, will beconui necessjiry. For in order that this end may be 
attivined, in order that the abnormal issues of notes reejuired in 
a juujic may be })roj)erly managed, the government must under- 
take— directly or irjdirectly — not merely the function of buying 
gold with notes and redeeming notes with gold but also the 
function of lending notes on sulequate security. Thus the deiMui;- 
ment that issues notes must either (1) become a regular bank, 
or (2) be prej^ired to peribnu from time to time, in specially 
difficult circumstances, the m<»Ht (U‘liwit.e and imjxu'tiint pirt of 
the work of a bank, or (3) it must constitute, or enter into 
alliance with, some individual bank doing oixlinary banking 
business, and entnist thes(‘ tluties to its management. The 
thinl of these coui’ses seems the b(\st; since, in the fii’st jdace, 
the busin(‘ss of K‘nding money on credit does not seem to be 
generally more suitable^ to govenimenUil manageimint than any 
othei* bmnch of commerce ; mther it wwld seem to require the 
cl(»se and keen observation of the state of tnule generally, and 
of individual tnMlem, which it is the special mlvantjige of private 
enterprise to ciill forth. And, secondly, a dej)artment that had 
no regiilai* banking business at onlinary times would hardly be 
likely to have the knowledge and trained skill required for 
solving (!om;ctly difficult problems of l>anking at special crises ; 
it would have to depend on the advice of outsiders, liable to be 
biassed by urgent private interests. But even the estjiblishment , 
of a laink in sj)ecial connexion with — though not a depirtment 
of — government tends to produce very important incidental 
effects on the banking system of the ccjuntry. The unique 
security that such a governmental bank affords to de]>ositors 
gives other banks aii inducement to use it for the custody of 
their reserves: money lodged >vith the governmental bank is 
thought as safe as money in a strong box, and less troublesome; 
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transfers of sums in its books are a vciy convenient uuxle of 
settling accounts among banks; and thus l3ankers slide naturally 
into the “ one-reserve system ” that actually exists in England. 
It must be admitted, I think, that this system, increasing as it 
does the instability of the vast edifice of credit that is supjiorted 
on a small basis of gold, renders the danger of crisis and 
panic proportionally greater; that is, the very need, of which 
the existence (jis we have seen) forms the main justification for 
governmental interference with banking, must be jMirtly at- 
tributed to that interference itself. On the other hand, the 
same interference must to an equal extent be credited with the 
merit of the system, which lies in its economy: it enables a 
vjist banking business to be tnins^icted at a small expenditure 
in metallic reserve; and, therefore, tlu)se critics of our Bank Act 
of 1844, who complain of the largt* amount of gold lying idle in 
the vaults of the Bank of England, ought at any rate to recog- 
nise that the aggregate expense incurred by the community in 
keeping gold is less than it would prol)ably be with a system 
of free banking, under which the leading banks (at any rate) 
w'ould be likely to k(»ep each its own reseiTe. 

This does not of course prove that the metjillic ri‘serve 
{Mitually kept under the English system might not be siifely 
reduced ; or that it might not be turned to better account, if 
the connexion between the government and what we have 
called the “ govern men bil bank” were established on a different 
plan. Indeed it seems evident that if the Bank of England 
had full discretion in detennining the proportion of reserve to 
notes issued, it would at least have the power of })erforming its 
functions in a manner more advanbigeous tf» the community 
than at present. To shew this we will su]»|K>se that the Bank is 
now keeping practiaxlly^ about eleven millions of metallic reserve 
to meet the liabilities of the banking dejjjirtment, and alxrnt ten 
millions more to meet those t)f the issue dejiartineiit. Under 
the present strict regidation of the issue department this latter 
reserve cannot be used for banking })uri)oses, so that its 
existence does not give any additional strength to the banking 
department; hence any given drain of gold Jicts on the banking 

^ Of courHe the reHerve in the banking department actually consists mainly 
of notes ; but the result is practically tliat stated in the text, since gold corre* 
spoifcling to these notes is kept in the issue deportment. 
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reserve with much greater force than it would ordinarily exercise 
if the Bank were left free to treat the two reserves as one. 
Hence it would seeiri that if the Bank were unfettered, the rate 
of discount would ceteris paribm be decidedly less liable to be 
affected by slight and transient movements of gold than is now 
the case ; so that the rajiid and large fluctuations in interest, 
which are recognised as a bad result of our existing system, 
would be rtsduceid, other things being the sjime. On the other 
hand, it is bold to Jissume that other things would remain 
the same : or mther — for the present reserve may be too 
large — that the Bank would take all due precautions to avoid 
the risk of having to sus})ond payments. Indeed, when we 
f^onsider merely from an abstmc.t point of view the j)ropos;il to 
give a pirticular joint-st(;ck company an exclusive privilege of 
issuing notes the value of which will, in the hist resort, be sus- 
tsiined by the authority of government, without subjecting its 
exenjise of this privilege to any governmontjil (sontrol whats(wver, 
it wrtiiinly appears a very hazju*dous measure. If wtj suppose*, 
the Bank to be gov(*rru;d by the. vulgar desire of private gain, it 
will, in detenuining the proportion of notes to reserve, consider 
the risk to itself and not the risk to the community ; and though 
the danger to itself from an inadequate reserve woidd be serious, 
it would be less than in the cfuse of {in ordinary bank — since we 
have sup})osed that government would, in the last resort, inter- 
vene to sustain the currency of the notes. 

It renuiins to consi<ler briefly whether, supposing that there 
is {I legally determined normal limit of the inu*A)vei*ed note- 
issue, it is desinible that the relaxation of this restriction should 
be only obtainable — as in England — by iiTegidar governmentiil 
interference, or thjit it shall be regularly purch{i8able by the 
Bank. If the price of the rehixation were placed sufficiently 
high, if {e.g.) the Bank luul to piy 5 per cent, for liny excess over 
the normal amount of uncovered note-issue, the difference between 
the two phms would seem to I)e chiefly pditical rather than 
economical : neither resource would be brought into play except 
in an extreme emergency, but the latter would have the 
adv{intage of avoiding the bjid constitutional precedent set by 
an irregular suspension of a law. The latter measure would, 
however, work very differently, if the price psdd were so small 
that the extra issue could be counted on as an ordinary ndode 
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of relieving the pressure on the money-market ; such a regula- 
tion would, I think, be an awkward combination of control and 
freedom : just when the Rink’s relations with the commercial 
world became most difficult and delicate, the responsibility for 
yielding t<i the pressure for loans would be partly taken off its 
shoulders by what would appear to be express governmental 
provision for extended issue. 

I have KJiid that that iwirt of an ordinary banker’s function 
which consists in lending money to ti^aders and other employei’s 
of aipital is not a business in which governmentixl management 
is likely to have any special advantage. On the other hand, sis 
a bon’ower of money the government of a well-oi*(kT(Ml and 
prosjieroiis CMiinmunity is able to give a higher degree oi‘ security 
to its cmlitors than even a large joint-sttK*k (*,omj)any cjin do. 
Hence governmental agency is specially adaj)ted for taking 
charge of the savings of pc^rsons, to whom security is generally 
of more imixw-tance than high interest, whether such siivings 
take the simple form of depositing money, or the mor<* (tompli- 
CAted form of juiyment for life-insurance, jairchjise of annuities, 
&c. Moreover there are particular departmenl/S of the business 
of lending, where the risk may be reduced to a small amount, 
which ajipear, from their routine charactiT, to be not ill-suited 
to governmtmtal managcjmont. Thus there seems to be no par- 
ticular rejison why goveniment should not lend money on the 
security of land, as I shall presently notice ; or even, for short 
I)criods, on moveable pledges, provided they Jire of a kind such 
that their value can without difficulty be approximately ascer- 
tained and is not likely to change materially in a short time: 
and in fact experience^ renders it prolwxblc that, by establishing 
a governmental monopoly of pawnbroking, loans can be re- 
muneratively made to the ]MK>r on easier terms than oj)e.n 
competition wbuld enable them to secuni. There is the further 
argument for such a governmental monopoly that it consider- 
ably decreases the difficulty of preventing j)awnbrokers from 
becoming practically receivers of stolen goods'**. 

§ 10. I pass to notice certain important cases in which the 

^ See BtatifltioB given in an article on Pawnbroking at Home and Abroad^ by 
the Rev. W. Edwardfl, in the Nineteenth Century^ June, 18S1 — obeerving, how- 
ever, that the MontB-de-Pi^t4 in France are only partially Belf-supporting. 

3 ^Ihe distributional arguments for these measures wUl be noticed in o. vii. 



464 


POLITICAL ECONOMY 


BOOK III 


interference of government has been widely exercised and still 
more extensively solicited partly in the interest of production ; 
but also largely with a view to other ends — the relief of distress, 
the increase of jxditical security and stability, the amelioration 
of the moral or intellectual condition of large classes of citizens, 
or the attainment of certain ideal aims of social human i)rogre8S. 
The de|)artments to which I refer may be briefly indicated by 
the names Education, Emigration, and Land-tenure; the last 
two being to some extent connected. I shall here consider them 
merely from a prodiwtional jmint of view. 

Of these de|)artments the first is undoubtedly the most 
important, if we take the term in an extended sense, to include 
all institutions oi* regulations for the promotion «)f culture, 
either of iulults <ir of children. I have before observed, that — 
though the same machinery may jwirtly serve the two })ur- 
|K)ses — still the principles on which government intervenes in 
the education of children Jire importantly different from those 
ujKin which its Jissistanct^ is claimed for the intellectual improve- 
ment of Jid lilts. From the fundamental assumption of the 
system of natural liberty, that a man is the best guardian of his 
own interests, it by no means follows that he is the best guardian 
of his children s intiTests ; and, in fact, in the freest of modem 
communities, it is found necessjiry to sustain by legjtl sanctions 
the parent 8 obligation to jirovide even for the material wants of 
his childrcui. It is, therefore, no contravention of natural lilierty 
— so far at least fis it is maintained in the interest of pnd action — 
to secure them a minimum of eduaition by the same legal com- 
pulsion. But the expense of this education, if not artificially 
reduced by pecuniaiy^ aid from government, would — in almost 
any civilised society — be so serious a bunion on the poorest 
class, that it would be practically impossible to make the com- 
pulsion iiniversiil : and, jis wjis before pointed out, the community 
derives an economic gain* from the education of its younger 
membei’s — so far as they are thereby rendered more efficient 
labourei’s — which the self-interest of private employers c^m- 
not Ix^ relied upon to provide, t)wing to the difficulty of 
apjiropriating the luivantage of thi» increased efficiency. Hence 

^ It may be observed that a certain portion of this gain to the community 
will tend to appear as a definite national gain to the national exchequer, in 
oonseciuence of the increased taxes paid by the more productive labourers. 
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a national provision for education may to some extent be con- 
sidered and justified as a measure for improving national 
production. The instruction, however, that is made compulsoiy^ 
and artificially cheap on this principle should be strictly confined 
to imparting aptitudes of incontestable utility to industry ; and 
whatever it is made universally obligatory to acquire should, of 
course, be universally useful. 

But further: there may be the same general economic justi- 
fication for cheajxming by governmental aid the special training 
required for skilled labour, as there is for cheapening elementary 
general educiition ; that is, the community may gain an adequate 
return for its expenditure in the greater abundance and better 
quality of the skilled labour so provided. The argument would 
hold, independently t>f any assumption that natural liberty is 
not likely to provide the right kind of training for those who 
C4U1 afford to {)ay for it. In fact, however, this iissurnption has 
been veiy genemlly made by those who have defended or 
s(»licited the intervention of modem governments in the prepi- 
ration for various tnulea and pmfessions. Even in the ease of 
the lower kinds of skilled labour, it is widcl} held that the 
traditional custom of learning a trade by appronticeshi|) — 
i.e., by more })ractice and the casual intermittent instruction 
that persons engaged in the work can find time to give to 
beginners — has jictually led to very unsatisfactory' results : that 
the skill thus acquired tends to be mechanicjil and i inprogressive, 
and not even so cheap as it appears, owing to the long time 
spent in its acquisition : and that, therefore, it is a socially remu- 
nerative emplo^anent of public money to organise and artificial Ij’ 
cheajren systematic technical instruction*. In the case, again, 
of the higher kinds of skill required for what are willed the 
learned professions, the incapicity of ordinary j)erRons to judge 
of such skill has' been generally acknowledged as a ground for 
governmental interference to ensure a certain degi'ee of com- 
petence in recognised members of these prc»feasions: and most 
civilised governments have not been content to secure this by 
requiring certain examinations to be pissed by such persons; 
they have also given salaries to teachers appointed to iin{)art 
the necessary knowledge at a low charge, in universities or other- 

^ Th^ view has gained ground considerably in England, since the publication 
—in 1888— of the first edition of this treatise. 
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wise. A modem university, however, is not merely an institu- 
tion for imparting special kinds of knowledge for professional 
purposes; it has also the Amction of advancing knowledge 
genemlly and facilitating its acquirement by students whoso 
aims tire purely scientific. This speculative pursuit of know- 
ledge is to a large extent — and to an extent inciij)able at any 
given time of being definitely determined — ^indirectly useful to 
industry; and since, as was before noticed, its results cannot 
usually be aj)pn)priated and sold, there is an obvious reason for 
remunerating the laboui' required to jiroduce these results, and 
defraying the expenses incidental to the work, out of public 
funds, — at any rate if a pi-ovision julequate for the purpose is 
not available fnirri jirivat^e sources. 

Besidijs oral instruction, in nio<lem timers, access to books 
is a most important means of sj^ri^iuling and advancing know- 
ledge. Libraries, indeed, ar(‘ among the essential instruments 
of awwlemic teaching; but, as has been strikingly Siiid, a libruy 
apirt from oni\ instruction is itself a cheajj university. The 
institution of free libraries and museums supported at public 
expense is j)orhaps most frequently advocated, just as a national 
jirovision for elcmentarj^ or higher education is, from a distHhn- 
timal ])oint of as a harmless and sjilutary fi»rm of com- 
munism ; still the great indirect iidvantiige that the (Community 
gains through th(» general s])re;xd of intellig«mce, and espeirially 
through facditiitiing the accpiirement of knowledge by exception- 
ally gifted jiersons, is at any nite an importfint considemtion 
from th(» ]M)int of view of production. And even in the e^ise of 
galleries ?ind museums of Art this consideration comes in to 
some csxtent, so far as artistic cultivation improves artistic 
pnKluction. 

Before* hjaving this subject it should be observed that by far 
the most extensive a])plication of public funds to the culture of 
adults, in most modem European C5ommunities, consists of a pro- 
vision for religious worship and instruction. It would, however, 
be obviously incongruous to dwell on this in the present con- 
nexion ; and in fiuit the interference of the State for this purpose, 
considercMl fn)m a purely secular {K)int of view, is rather to be 
justified on account of the value of the clergy as “spiritual 
“ police ”, — that is, from the indirect aid given by them to the 
necessaiy governmental function of preventing crime. ^ 
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§ 11. .1 pass to consider the interference of government 
in order to promote or regulate the migration of human beings 
from densely popuhited districts to others that are wholly or 
partially unoccupied. Such interference has sometimes been 
prompted by considcnitions not primarily economic; thus the 
colonisation of a region forcibly annexed, or unable to resist 
the intrusion of stmngers, has been fostered in ordcjr to facilitate 
or confirm a conquest of territoiy : on the other hand, in some 
countries the immigration of foreigners generally, or of persons 
of alien race or religion, hfis been }>rohibitexl or hampered, 
in onler to protect the native civilisation from the intrusion of 
subversive elements; elsewhere, agsiin, immignition oi a certjiin 
kind hits bocjii encouraged in the interests of morality 4ind 
scx;ia] well-being — as {e.g.) when female immignition has been 
promoksd to prevent a great ine<j[uality of the sexes in a new 
colony. The gi’oiinds and limits of such kinds t'f interfeivncse 
it is beyond my province to discuss: and the same may be Siiid 
of the metisures now taken by our government to secui'e the 
sea-worthiness of ships, and the sufficiency of their su]>ply of 
provisions, water, medicine, &c.; since these j.ittiT regulations 
belong to the class of interferences for other than strictly 
economic ends, which were briefly surveyed in the j)re(‘eding 
chapter. Confining ourselves to such govemmcmtal encourage- 
ment or control of emigration Jis has Iwien undertaken or recom- 
mended on distinctly economic gnuinds, wii may regard it 
genemlly as a case closely iMinillel to that (»f educjxtion, which 
we have just been coiLsidering : the princij»le of either kind of 
interference is that there is a pi»ssible gjiin to the community 
— which laisser faire is not likely to realise — through the in- 
crease of the efficiency of certain labourc*rs, in the one case 
by developing their personal aptitudes, in the other by phwdng 
them in more favounble outwanl circumstances. In the rase 
of emigration, however, the distribution of this common gain 
among the various classes of jjersons affected usually julmits 
of being somewhat more definitely foreseen than in that of 
education. If the benefit consisted exclusively in an increase 
of income to the emigrants themselves, it would hanlly, I 
^oeive, be proposed to defray their expenses out of the general 
taxes. But this supposition is very unlikely to be realised 
in practice. In the fet place, sup}) 08 ing the region of immi- 

30—2 
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gration and that of emigration to have the same government, 
the increased taxes subsequently paid by the immigrants would 
generally yield the public a certain return on the cost of con- 
veying them; against this, however, we have to set the in- 
creased expenditure required for the adequate fulfilment of 
the fiinctions of government towards the immigrants in their 
changed circumstances ; and since it is generally reasonable to 
sup|x>se that a certain portion of the assisted immigrants would 
have come at their own expense if they could have got no aid 
from government, it would only be in very special circum- 
stances that the increment of taxes really due to the outlay 
of government in assisting them would amount to full interest 
on the outlay. But genenilly speaking, when emigration is 
successful, measurable advantages accrue from it, over and 
above this increment of taxation, to other members of the 
comtuunity or to the community jis a whole. 

Here it is importiint to distinguish (1) the sulvantiiges 
gained by persons who employ the immigrating labourers, 
(2) the gjvin of those who exchange products with them, either 
as ultimate consumers or for ])ui*j)oses of tnulc and production, 
and (8) the relief obtained from overcrowding. In Enghind, 
extensive schemes of go vera mental aid to emigration have often 
been stnmgly suj)ported with a view to this last-mentioned 
benefit ; but there is an obvious danger that the relief obtained 
by any one such measure would be merely teinporaij", and, if 
the aid were continually renewed, would produce comparatively 
little remedial effect, since it would operate mainly as a partial 
removal of the checks that normally keep down population in 
an overcrowded district. Nor am even tera})orary relief from 
overcrowding be thus secured, if free immigration is allowed 
into the district from which emigration is being promoted; 
unless the overcrowding has forced the remuneration of labour 
there to a level clearly below that of all other districts from which 
immigration thither is possible. Henc^ any large supply of 
governmental funds to emigrants, considered merely as a relief 
to the pressure of population in the region of emigration, is only 
to be recommended as an exceptional eleemosynary measure, in 
case of unexpected and abnormal distress. On the other hand^ 
during the long away of the "Colonial Policy” that Adam Smith 
assailed, the chief advantage derived by the mother-bountry 
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from colonisation was generally understood to consist in the 
extension of trade that it brought about: and no doubt this 
gain, if the colony flourishes, is generally likely to be in the 
long run considerable^; but it can rarely be sufficiently certain 
and deflnite to render it anything like a profitable outlay for 
a community to send out colonists at the public expense, for 
the sake of the profit of their tnide to the mother-country. 
There remains, Jis the clearest economic gain resulting from 
emigration to others iKisides the (Miiigrants, that which accrues 
to the owners of land and em])loyers of capital in the region 
of immigj’ation ; the ixisources of this region being sui)jM)He<l to be 
so far undeveloped, that considenhie juJditions to the labour and 
capital employed in it may lx* made, with an incretising nither 
than diminishing i*etum to both. At first sight this would 
seem to be a reason for leaving the busini‘ss of introducing emi- 
gnints to the private enterjirise of the la.ndown(‘rs and c^ipitalists 
who might obtain a full return for it in labour; but there, is a 
serious obstacle tf> j»rivate enterprise in the unceT*tainty of the 
profit on such outlay to any individual CiipiUilist, owing to the 
difficulty of enforcing labour-contracts for a i .onsidemble term 
ofye^irs — (‘specially in a very thinly inhabited country — without 
introducing something like tempomry st^rfdom. Hence, sup- 
posing all such serfdom — even of criminals or men of lower 
race — to be excluded on monil or political grminds, th(‘ inter- 
vention (»f the public juu’se is likely to b(‘. neccssaiy for the 
effec.tive introduction of the retpiirerl labour. 

§ 12. This intervention will be facilitated, if the umxrcupied 
lands of the region of immigration art* owned by the community, 
so that the sjile or lease of them supplies a fund from whicli the 
expense of imixu'ting colonists may be defrayed. And in fsict 
(its I before noticed) the question of govc^nimcjiitiil aid to 
immigration has had a close historical connexion with the 
Regulation of the acquisition of land in a new country. HciO 
the theorctical problem of determining the grounds and limits 
of legitimate interference is complicated by a peculiar diffi- 
culty of deciding what is, and what is not, interference; or, 

^ The extent of the gain, as Merivale pjiiita out, will be very different in 
different caBes ; it in conceivable that large numberH of eraigrantn may be Bettled 
and comfortably maintained in a colony, where the net produce exported Ih yet 
comparatively insignificant. Cf. (hi Colmiisatioji, LecturcH ix. and xiii. 
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to put it otherwise, what precise action on the part of the 
government would strictly conform to the principles of natunil 
liberty. At first sight it may seem that in new countries, as 
Merivale^ ju’gues, “the * natural’ coui’so of settlement is that 
“ which would take pljurc, not if land were sold at the sum which 
“ it will fetch, but if it were gmnted away without any purchase 
“at all. Free grant is the natural system; deviations from 
“ it... produce artificial, though perhaps very useful, effects.” 
But this view seems to me to overlook the i)eculiar character- 
istics of ])n)j)erty in land which render it impossible or mani- 
festly unrt«tsonable for government to act on the simple 
principle of securing it to the first occu})ant. In the first 
place, how shall we determine the extent of occupation ? It 
cannot be Siiid that a man is to be iimiemtood to occupy what 
he is able to use, because the “use” of land by any individual may 
vary almost indefinitely in <‘xtent, diminishing ]»n»|M)rtionally 
in intensity, — c.//., it would b(? absurd to let any individual claim 
possession of the. whole? grouml over which he could hunt, sis 
against anotlujr who wished t<i use it fb?* pasturage : l)ut if so, 
ought the shepheid, again, to have possession as against a would- 
be cultivator, or a cultivator as against a would-be miners Even 
if wo confine our attention to one kind of use, similar difficulties 
occur: there is no natural an<l obvious definition of tht‘ quantity 
of jKistoral land usidul for a given number of sheep or cattle, or 
of the quantity of tillage-land suitable for a given anuiunt of 
labour — especially where the kind of tillage most immediately 
profitable is that which (.'xhausts the soil — or, again, of the 
amount that a miner may legitimate!}" claim. The settlement 
of these questions must in any cjiso require the interventi(»n of 
government: but, apart from these difficulties of detail, the 
geneml principle of allowing complete ])ro])erty rights to the 
first (Kjcupant does not seem ])roperly a])plical)lc to land. For the 
economic gi-ound on which this jural principle is bised, in the, 
wise of the pi-oduce of hunting, fishing, and other <X5cu])iitions by 
which things become propiTty that have hitherto been unappro- 
jiriated, is that the labour of search and yjursuit thus receives its 
natui’al remunei-ation, without which there would be no adequate 
inducement to jK^rform it : but no such labour is required in , 


1 On Colonisation (edition of 1861), Lecture xiv. p. 416. 
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the ciise of ordinary land in a new country : there, is no advan- 
tage to the community in allowing the first comer to appropriate 
it gratuitously to-day, if someone else is likely to come to-morrow 
who will be willing to pay for it. 

It seems, in short, that if land before it is occupied hjis a 
market- value, the competition of the market is the “natuml” 
method of determining what individual is to ^jossess it, the price 
thus obtained belonging naturally to the community; and hence 
that — to realise natural libert}' — government must und('i-take 
the business of owning it, so far at least as to tirrango for selling 
it in the most economical way. Nor (tan it even be laid down 
that this ownei-ship should be as briid* as |M)ssible, and should 
be transferred at once by sale to the highest bidder. Indeed, 
it is obvious that if mcjre than a certain limited amount t»f land 
were oflFei’od for sale at once, at whatever pric(‘ it would fetch, 
the value of it would fall so low that the ])ractica] effect would 
be neiirly the same as if gi'atuitous ocicupfition wtin* allowed : 
and if it be s«iid that it should only b(‘ sold to those; wlio cum 
really use it, the befoi’(*-inentioned difficulties arising from the 
great variations in intensity’ of use recur in a different form, — 
e.g., a wealthy shephenl could use a larg<.* ])rovince at the rat(^ 
of 100 sheep per s({uare mile, which is taken to be the wirrying 
c^iipacity of ])iXstorjil land in Queensland ; but it would be ob- 
viously unreasonable to l(;t him have a provimie lor private 
proj)ei'ty at a nearly nominal price, if in a few ycsim the jinjgress 
of cohaiisjxtion is likely to givt; large parts of the same land 
a substiintial value for agi’icultural piir]»oses. Ibither it is clear 
that where land is likely to be in demand both for agn’cultural 
and piistonil use, the claims of the different uses can only be 
fairly adjusted by allowing thi* shepht^rd a temporary occu])ancy 
of land that is not yet required for agriculture. 

I conclude, "therefore, that government is acting most in 
^ iiccoi-dance with the prineijiles of natural libei-ty ii‘ it allows the 
alternative of sjile or lejise, and the terms of either, to be decid«*d 
by purely commercial considemtions, merely endeavouring to 
make the best bargain for the community. But if so, it may be 
fairly argued that on strictly coininei-cial princij>les, land ought 
only to be sold at a price that will include the present value of 
the future increment of value which the land as a whole is 
likel>' to receive from the increased numbers and wealth of the 
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persons residing on it. It certainly appears that if, as seems 
probable, individuals are not sufficiently interested in remote 
and doubtful gains to rate this prospective increment at its true 
value, at any rate during the earlier stages of the economic life 
of a colony, government ought, during this first period, not to 
1^11 the land at all, but only to let it on lease. On the other 
hand, we have to consider that it may be even financially more 
jidvantageous for the community to sacrifice immediate gain to 
the end of promoting immigration by ofiering absolute ownership 
to hmd fide settlers : and tictually, in the colonisiition of England, 
the greiitest coloniser among mtHleni communities, the financial 
interest of the community h»*is been generally subordinated to 
this latter end. 

The most obvious way of attracting settlers is by fi*eely 
granting land, or selling it at low prices, in such ])ortions 
and under such conditions as are thought likely to secure 
the *U5tual cultivation of the land. This, in fact, is sub- 
stJintially the sjime thing as paying a juirt of the expenses 
of the transfer of emigrsints out of national funds, provided 
tht‘ emignints are of the> cdass that would in any ctxse buy 
and cultivate land ; since it obviously makes no difference to 
such an emigrant whether it is the cost of his journey or the 
exist of his purchase of land that is artificially chejijiened at the 
public exjiense. In jiractice, however, this system, in the form 
in w^hich it prevailed generally in the English colonies during 
the eighteenth century and the first ijuarter of the nineteenth 
century, was not efiectually guarded from lieing jierverted to 
the profit of 8]>eculators^; and the system that has been moi*e 
recently tulopted of making the benefit oftered to settlei-s to 
consist moRi in the deferring of jwyment than in the lowering 
of price seems in eveiy ^vay pR*ferable. 

A different and more cdaliorate plan of promoting emigration 
thnnigh the sjile of unoccupied lands, which we may call the 
Wakefieldian system*, was urged upon the English government 

> For example, in Lower Canada, the ref^ulations restricting to a compara- 
tively small number of acres the amount that could be granted to a single person 
were so effectually evaded that 1,425,000 acres were made over to about 60 
individuals during the government of Sir A. Milne (see Merivale, Lecture xv.). 

- The influence of Gibbon Wakefield on English Colonisation deserve^y 
occupies an important place in the history of political and economic speculation, 
no less than in that of English colonial policy : but it seems to be a matter of 
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by the Colonisation Society from 1830 onwards, and partially 
carried into effect fora limited period in some of oiir Australasian 
colonies. It will be observed that the immigratiun encoiirageil 
by the system of free grants or kw prices is that of labourers 
who intend, and are expected, to become cultivators of their 
own land at once. Now it w'as believed by Wakefield and his 

confliderable difficulty to ascertain exactly the fundamental principles or charac- 
teristlcB of his system. Thus Mill {PoUtiMlKconomift Rook v. c. xi. § 14) represents 
it as an essential point in Wakefield's system that it promotes concentration of 
settlements, since ** by diminishing the eagerness of agricultural speculators to add 
to their domain, it keeps the settlers within reach of each other for purposes of 
"co-operation.” Rut it would seem tliat the "uniform price” on which Wake- 
field insisteu — as compared with tlie varying price that would result from sale by 
auction — would tend against concentration, by increasing the settler’s induce- 
ment to select land for its fertility rather than for its situation. And Wakefield 
himself (View of the Art of Coloiihation, Letter liXVTii.) expressly disclaims any 
wish to promote concentration of settlements, provided that combination and 
constancy of labour are secured to each settler by an abundant supply of hired 
labourers. "With respect to the choice of land for settlement,” he wTites, "the 
"settlers must be the best judges...! would if |)ossible open the whole of the 
"waste land of the colony to intending purchasers., dispersion or concentration 
"is a question of locality alone.” Again, it whs not iitalty an rsHcntial part of 
Wakefield's own scheme that the proceeds of the sale of lauds should be devoted 
to tlie support of emigration ; though most writers on the subject seem to regard 
this as quite fundamental to it. Mr Merivale even speaks of this (On Colonu 
mtion, Lecture xiv.) as "the great discovery of Mr Wakefield”; and at the same 
time, while emphasising its pi-actical value, urges as a theoretical fibjection 
against Wakefield’s system that while the "sufficient i>rice'’ of which he habitu- 
ally spoke had to serve two purposes. — (1) that of restraining labourers for a 
sufficient, and not more than sufficient, time fi'om the acquisition of land, and (2) 
that of keeping up the supply of labourers by gratuitous importation, — it was 
nowhere shewn that the price adecfuato for the one purpose might not be cither 
more or less than adequate for the other. Rut in Wakefield’s own treatise this 
second purpose is treated, in the most express and emphatic language, as merely 
secondary and incidental. "Ho completely," he says (Letter mv.), **is tlie 
" production of revenue a mere incident of tlie price* of land, that the price ought 
" to be imposed — if it ought to be imposed under any circumstances- - even 
"though the pnrchaBe-inouey were thrown away”; the decisive ground for it 
being, as was explained in the preceding letter, that if only all labourers were 
under the necessity of remaining labourers, it would be " {lossible and not difficult 
" for capitalists to enforce contracts for labour made in the mother-country," as 
"the temptation of the labourer to quit the employer who hud brought him 
"to the colony would be no longer irresistible." In these circumstances the 
plan of dealing with waste lands that was temporarily earned out in the 
Australian Colonies cannot properly be called Wakefield’s scheme : since, 
as he reiteratedly affirmed, his "sufficient price" was never really tried, and 
this was his cardinal point. But since the plan actually adopted was due to the 
influence of Wakefield and his friends, and bore a certain resemblance to his 
scheme, 1 have still ventured to speak of it as "Wakefieldian." 



474 


POLITICAL ECONOMY 


BCK)K 111 


followers that the labour of irniiiigrants so attracted tended to 
lose materially in efficiency through want of co-operation; so 
that it would be a distinct gain to production if they were to 
a liirge extent prevented fi-om buying land and their labour 
wei-e organis(jd under the direction of ciipitalist timployers. The 
characteristic jirinciple, then, of the Wakefieldian system was 
that it aimed at attracting such wipitalist employei-s by pro- 
viding tJiern with labounjrs willing to work for hire. With* this 
aim it was ])ro])osed to sell land at a price so high that the 
mass of immigrants w<uild not for some years afFonl to buy 
enough to Ixtcome cii]tiivatoi*s on their own account : and at the 
sfime tiim^ to d(‘vote the whole, or a fixed and substantial part, 
of the proceeds <»f such sides to the importation of immigrants, 
so that the immigniting' cajiitalists might always find an ade- 
quate sui)))ly of hired labour niaiiy to hand. The ])artial at- 
tem])t that was made to carry out this system in our Australian 
colonies, for the 15 or 20 yi^ars from 188() onwaixl, had, in the 
opinion of competent judges, an important di*gree of success \ 
And the fac*t that it was aft(‘rwanls abandon(‘d is hardly evi- 
dence that it ultimat(‘ly failed; since its abandonment may be 
probably attributed to the nuTO dt‘sire of obtaining land on 
easier terms generally felt by thi‘ labouring class, whose influence 
over c<»lonial administration luHaiiu^ preponderant when self- 
government with universal siiflrag(‘ was granted to the* colonic‘s. 

§ 13. From considering the princi])les of governmental in- 
terference with land in an t*arly stage of a country’s develo])- 
meiit, let us pjuss to examine bri(»fly the economic reiiscais for 
continuing such interierence^ when this stage has been ])a.ssed, 
and the country has been fully «>ccu]iit*d. We may conveniently 
divide this question into tw<» parts: asking, fii*st, under what 
limitations land should be allowed to jiass into private owner- 
ship ; and, Si‘condly, why and how tar, after this* transition has 
taken jihu’e, government should still exercise a sy)ecial control 
over this jjarticular kind of j)roperty. As regaids the first 
question, it is obvious that such jxirtions of land as are mani- 
festly more useful to the community when thrown freely open 
to common use should be retained in public ownershij), and 
under govern immtal management: e.g,, roads, navigable rivers 


> Cf. Meiivale, Lectare xiv., and Cairnes, Political Enmys, ERsay i. 
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and inland lakes, natural harboura, public ])arka. conimoiis, &c. 
So, again, there are strong reasons, discussed in the e^irlier j)art 
of this chapter, why the land required for railrojids or other 
similar monojwlies should not be allowed to 2)asa, except tem- 
porarily, out of public ownership : and a general right should 
be reserved of taking back from private* owners any land that 
may be needed for public uses, paying for it its market- value, Jis 
determined independently of such need, together with a (•,ert}iiii 
“ comi)ensation for disturbance** in considenition of the special 
utility that it may be fairly Jissumed to havi*. for its owner. 
This right has been extensively exercised in recent times in the 
construction of mi I ways, and is now generally recognised in the 
most advanced communities. Furtht*.r, it is quite jiossible to 
allow the surface of the* soil to pass com])letely into jw’ivate 
hands, while reserving to the community the rights of pro])erty 
in cortain of the minerals contained in it; and, in fact, some 
reservations of this kind are found in thc‘ codes of some of the 
most advanc(;d communities \ The chief argumiait Ibr such 
reservations, from the point of view of jiriKluction, is that tlu^ 
owner of the land; whether engaged in thc^ business of agricultiinj 
or not, may veiy likely not be the person best qualified either to 
ascertain the presence of minerals hidden sonuj way below the 
surtiice, or to decide whether their extmetion will be rcMiiunem- 
tive; so that production will gsiin if the right of <liscovering 
and working them — with duo coinponsiition to the owner foi* the 
loss of the land thus rendered useless for agri<*ulture — be allowed 
to members of the community general ly®. Tn special cases, 
however, govemmental management of mines may be expedient 

^ Even in England, where thin kind of intorferciioe is nt its minimum, gold 
and silver mines are legally reserved to the Crown. 

- In Prussia, ioT instance, according to the ininiug law of 18C5 anyone 
wishing to bore or dig (sdiurfen) for any of the niiiierals to which this **iuiuing- 
“ freedom” (Berg-hau-freiheit) exttmds must Ihj permitted to do so under < -on. 
dition of pa3ring ade(]iiatc> compensation, provided that the operation is not 
carrietl on in certain specilied places, as within a certain distance of buildings, 
in churchyards, gardens, d!c. In default of agreement between tint parties as to 
the compensation, it will be determined by the **Obcr-Bcrg-Aint.’* Such com- 
pensation will take the form of rent, unless the operations are continued — or 
may certainly be expected to last — longer than three years ; in this latter case 
the landowner may force the miner to purchase the land. If the miner by 
taking portions of any given piece of land would destroy the value of the re- 
mainder, he may be forced to pay rent for, or to purchase, the whole. 
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cither to avoid the drawbacks of monopoly in private hands — 
in the case of very rare minerals — or to watch over the interests 
of posterity, just as in the case before discussed of forests. 
Tuniing again to the surface of the land, we may say that, 
generally speiiking, there is no reason for keeping ordinary 
agricultural land under governmental management, — since the 
genenil arguments in favour of private management are jit legist as 
applicable to agriculture as to any bmnch of production, — unless, 
perhaps, so far iis some small portions might advantageously 
be retiiined for jnu'poses of scientific experiment or technical 
instnictioji. An exception h.os, however, to be made in the 
case of land on which timber is grown, since in this case there 
aj>pcar to be the following special arguments in favour of govern- 
mental management: first, the economic advantsiges of conducting 
this business on a very large 8C4ile, as it gains much by highly 
skilled and carefully trained labour which, at the siime time, 
requires a very large area for its most econt>mical application ; • 
secondly (as was before noticed), the interest which, in 
certain countries at hast, a community is believed to have 
in ja’eserving a <lue proportion of trees to the soil that it 
inhabits, owing to their beneficial effect on climate*; while, 
thinlly, it is thought that even the marketable utilities of trees 
— (wjiecially their utility, where coals are scarce, for fuel — iire in 
danger t)f not being adequately c>r most economically pwvided 
f()r distant genenxtioiis, if the pi*ovision is left to j)rivate enter- 
prise, considering the slow gr«>wth of ti’ecs and the general 
nmitti-fictiveness i»f i*emote returns to the private undertaker. 

With the excej)tion, however, of timber, it is generally 
julmitted that the ordinary products of agriculture, whether 
animal or vegetable, are likely to be most economically sup- 
plied by private undertixkers. But it is a diffei*ent question 
whether it would not be expedient to retain faiid in public 
omiership, while leasing it to private persons; so that the 
increase in its value which the increase of population tends to 
cause may be continually secured to the community. This 
measure, how(‘vcr, is more usually sidvocvited fnun the point of 
view of distribution, in which aspect we shsxll consider it in 
a subsequent chapter (c. VI i.). Actually the whole rent of 

^ In England, I suppose, tliis consideration can scarcely have practical 
importance. 
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land has never been retained by any government ; but in many 
cases a considerable portion of it has been reserved, either under 
the name of rent, or under the rather misleading name of a 
land-tax \ 

§ 14. Assuming that land is allowed to pass into private 
ownership, it remains to consider how far the conditions of its 
tenure and transfer should be placed under special regulation 
by government. Here it should be observed that the inter- 
ferences of this kind that hav€‘ actually been carried out are 
to be classed under very diiferent heads, even if we confine 
ourselves to those that have been recommended on strictly 
economic gnmnds and in the interest of j)nHluction. In the 
first place, we put aside, from our pmsent point of view, the 
very iiiipirtant cases in which European governments- have 
intervened not to restrict the liberty of individual owners 
but to render it more complete : by removing relicts of feudalism 
.which divided the rights of ownership of land generally in 
various complicated ways between lords and cultivators, and 
further impeded its transfer through the restriction of par- 
ticular estiites to particular chisses — nobles and roturiers, 
or nobles, burghers, and pejysants. Akin to these are inorti 
pennanent laws restricting the right of each generation to 
restrict the freedom of their successors, by such becpiests or 
contracts as would hamper the alienation of land, and tend to 
prevent it from getting into the hands of the pei-sons who would 
make the best use of it. For legislation of this kind, sis was 
before sjiid, cannot strictly be regaitled Jis an interference with 
natural liberty ; it is rather a compromise adopted in an inevit- 
able collision of freedoms, to secure the fullest possible realisa- 
tion of the economic advantage of laisser faire. Similar to this, 
again, is the aim of another class of minor interferences, — such 
as the compuisoiy registration of dealings relating to land, — 
which are designed to render the sale or mortgage of land more 
ea^ and less expensive, by removing the necessity of compli- 
cated and costly legal proceedings. Along with the above, 


^ The distinction between this resenred share of rent and an ordinary tax 
will be examined in a sabnequent chapter (o. Tiii). 

^ As in France at the Bevolntion of 17S9 ; and in Prussia by the legisla^ 
tion of Stein and Hardenburg (1807—11), further developed and completed in 
1850. 
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again, we may clnas the intervention of the legislature in order 
to substitute, in the case of Lmd cultivated by other ][)ersons 
than its owners, a certain and definite tenure for one regulated 
by more or less uncertain customs and understandings ; so far 
as such legislation does not override freedom of contra(?t, but 
rnendy interj)rets what is left vague in customary agreements, 
or defines iionnal conditions of letting — as regards length of 
tenure?, compensation for improvements, &c. — in default of 
express a)ntract to the? contrary. When, however, the govern- 
mental determination of the conditions of letting land is (Miin- 
jjulsory, and pro Uinto prevents freedom of contract betwtjcn 
owners and tenants, the interference is of course of a •much 
graver kind ; and such fis (?an only bo justifi(?d by clear evidence 
either that it is not for the interest of the landowner to giixnt 
such terms of letting as would give the tenant the greatest 
pt>ssil)le induc(inient to make the land prcxluctivo, or that the 
former, if alone, is likely to mistiike his own interest. 

To illnstratiO t,lu* kind of evidence requiriHl, I may refer to 
the grounds on which the revolution in Irish land-tenure eflected 
in 1881, and IIkj iinjiortant restriction ol' free cf)ntnict relative 
to lan<l in England in 188J1, were jidvoc^ited from a prtKluctional 
jKjint of view. It was contended (1) that, the Irish landowners, 
tinder the system of free con tnw't, have been often found to raise 
the rent so high • as to leave the tenants but bitre subsistence, 
and so ])revent them from having the c^ipital* — or in \mi times 
even the jihysical vig<»ur — requisite to rend(3r their labour 
adequak'ly efficient; and (2) that both Irish and English 
landt)wners hfivi* diminished the ttmants’ inducements to treat 
the land in the most economic way, by not securing to them 
the value of th(*ir improvements. How far these contentions 
ar<.‘ in liict valid, I do not now inquire* : but we have before seen 
that th(‘ first-mentionexl result is quite a j)ossiblfj one, even on 

' It may l)c said that it would be profitable for the tenant to borrow capital 
from hi« landlord — or aomeone elae — if he would bo more than compensated 
by the additional productiveneeB of his labour ; but the additional element of 
risk introduced by the neceBsity of relying on merely personal socurity may 
render thin unprofitable. 

^ I ought perhapB to Ray that I do not myself approve of either of the legis- 
lative measures to which I have referred: though in the case of Ireland I think 
there were adequate grounds for extensive interference of some kind. But a 
sufficient discussion of either measure would be obviously irrelevant here. * 
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the suppoBition that all parties arc actuated by enlightened 
self-interest ; since even when an increase in the incomes of 
tenants or labourers would lead to a more than equivalent 
increase in the value of their labour, it is obviously not the 
interest of the landloi*d to furnish the increment of income 
unless he is to profit by the increased efficiency. Now in the 
case we are considering, the increiised produce would in the 
first instance be a})])ro])riattHl by the tenant : and even where 
the loss to the landlord wtuild ultimately be coiri])eimted by 
a rise in rent or perhaps by grojxter regularity in its ])aymont, 
the ]»rospect of this compensation may Ciisily be toe remote 
and dubious to induce a prudent landlord to make an imme- 
diate and certain sjicrifice of income in order to obbiin it. 

So again, it may seem — or even sometimes be — inexpe- 
dient for the landlonl to give thc‘ timant, through le^lst^ or 
otherwise, the fullest security of profiting jwlecpiately by his 
improvement of the land; bt*cause such s(‘.cnrity cannot be 
given without diminishing the fbrnuTS control <»ver his land 
more than he likes or thinks exjKHlient. The sinqilest method 
of giving this security is by a long lease*.: })ut w(‘ havt* already 
noticed the difficulty of framing a li«iso that without hampiTing 
the tenant will practiwilly make it his inl.ei*est to treat th(‘ land 
in the best way ; and, where tenants are jmmu*, a long l(*4ise is 
open to the further objecition, in the view of the landlord, that 
the benefit of an unforeseen rise in the value of the land will 
{KXTue entirely to the ttmant for the ])e‘riod of the lesise, while 
the landlord is likely to bear a. considenible, shsxre of the loss 
due to an unforeseen fall, through the actual or threatened in- 
solvency of the tenants. 

Taking into account all difficulti(‘S of this kind, and not 
civerlooking the more indefinite loss of th(* stimuius given to 
industry by the sentiment of property, we may conclude that 
there are inevitable di8advantag(*s to ])r<Mluction involved in 
a gencml sepanition of the ownership of land from the business 
of cultivating it : which would jirobably prevent this fi-om being 
the common practi<!e if land were held merely tis an instniment 
of production. But in England this consideiution has been 
outweighed by other ])owerful motives, in particular by the 
traditional social prestige and political influence attaching to 
the possession of land. Hence some reformers consider that an 
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important gain to agricultural production would be secured by 
breaking down the tendency of large estates in England to 
remain in the possession of the same families fix)m generation 
to generation : and that this would be attained by assimilating 
the law of real to that of personal property and conferring on 
life-owners an inalienable right of determining the distribution 
of the projierty thus owned among their children after their 
deaths It seems doubtful, however, whether even these 
changes would have the desired effect in a wealthy countr)''; 
since the peculiar gratification of the sense of proprietorship 
which the ])os8ession of land gives, and the attractions of 
counti^' residence and field sports would still tend to keep 
great portions of it in the hands of rich persons not desirous 
of personally superintending its cultivation. 

The question of interference on the grounds above men- 
tioned hiis been jmictically a gcxsl deal mixed up with one 
which, theoretically considered, involves economic reasoning of 
a very different kind : the question, namely, whether agricul- 
tural j)r(Mluction should be carried on on a large or a small scale. 
The ownership of land by rich persons, who do not peraonally 
manage its cultivation, has a certain tendency to encourage 
large fanns, since it is less troublesome for the owner to collect 
rents fn)m a few large fannei-s than from many small ones; 
and agjiin, the large farmer, having more capital, is not so 
likely, if holding under a lejise, to throw the greater shai’o of 
any unforeseen losses on the landlord. Hence it is d yriori 
probtible that this system of ownership prevents the existence 
of a certjiin amount of small farming which might otherwise 
be prosjKjrously ciirried on ; there arc, however, no jideqiiate 
reasons for supixising that fanning on a small scfile is likely to 
be generally more economical, at least as regsirds the chief 
staples of agriculture. * 

Here, however, another consideration is often introduced, 
which, as was before noticed, is not directly included within 
the scope of the present discussion, as I have defined it. 
It is maintjiined that the system of small farming tends to 
give a greater gross produce, though a smaller net produce, 
than that of Large farms ; and therefore ought to be encouiaged 
by government, as tending to increase population — though not 

1 This is proposed with the view of facilitating the alienation of land. ' 
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average wealth — within a given regioiL And this is certainly 
a possible result, if the increase in gross produce due to the 
small-fiirm system decidedly outweighs the decrease in net 
produce: unless, however, the latter difference were compara- 
tively slight, this organisation of agricultural industiy would 
be always in a state of unstable equilibrium, since the greater 
profitableness of the large-fiirm system to employers would l)e 
continually tending to introduce it. 

Finally we must notice a kind of interference which has 
actually taken place in England, and htis often been advocjited 
in the interests of production ; but which is not to be regjirded 
jis favourable to production according to the definition of pro- 
duce adopted in the present treatise. I refer to the law which 
gives the occupier of agricultural land an inalienable right to 
kill certain kinds <jf game, on lUKJount of the damage done 
by thcmi to crops. Foi* this interference with free contract 
can only be required for the end in view, on the ground that 
many landlonls prefer game and sport together to what they 
wouhl get by the extra produce anticipated in const'qucnce of 
the destruction of gjime by the occupiers. Hence — spori being 
a purchasable Wimmodity — the pmml facie inference is that 
the aggi*egatt‘ of utilities actually obtainable from the land 
beans a higher value than the material prcducc to which this 
legislation sacrifices it : so that the change is no more l)eneficial 
to production (as I conceive it) than the conveision of valuable 
vineyanls into less valuable cornfields. It is, in fact, rather an 
interference, for distribution, — as it tends to cheajien the (muu- 
modities consumed by the j)oor, at the expense of the luxuries 
of the rich : though its importance from this ijoint of* view 
is not likely to be very great, under the existing ctjnditions of 
communication and traiwport, ])rovideil that freedom of tnule 
is maintained unimpaired \ 

While considering the case of game, we may note the legal 

• 

^ It may be observed that the obvioas effects of such a measure are favourable 
to population in the region affected by it, as its primary tendency is to increase 
that part of the gross produce of land that is consumed by the working class : 
but its ultimate effects may be rather hard to estimate, as we have to take into 
account the loss to the agrioultaral prodneers in any district that would result 
^ from materially diminishing the inducements offered to the rich to reside in 
the district. In an extreme case, no doubt, a general passion for sport among 
rich mr n might cause a serious and extensive depopulation of certain regions. 

S. P. E. 31 
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prohibition of killing certain kinds of wild animals during 
certain parts of the year: chiefly during the breeding 

season, when the destruction of future supply that would n^sult 
from any given amount of slaughter would be much greater 
than at any other time. This interference exemplifias the 
theoretical case discussed in § 5 of the second chapter of this 
Book: the case, that is, of restrictions to which it would be 
the interest of all — or almost all — to conform, provided that 
each could rely on their observance by all others, but which 
it would be very much the interest of individuals to break, if 
they were iinixised by mere voluntary mutual agreement with- 
out stringent penalties for non-observance. 

So far we have considered government Jis interfering with 
private management o^ land by way of regulation. But modem 
governments have also exercised an important and apparently 
successful influence on agriculture by carrying out certain 
extiinsive improvements of land (such iis reclaniation with 
dniinage or irrigation) or by Jissisting private associations for 
this ])urpos(^ with loans of capital, guanuitees of interest, and 
sometimes jK)wers of compulsory interference) with recalcitmnt 
lan<lowiiers. This kind of interierence seems to be theoretically 
defensible — on the principles previously laid down in resjwct of 
railways, &c. — whei*ever there is a decided tid vantage in ctxriy- 
ing out the improvements in cpie,stion on a single system ovc'.r 
a large area. Again, fis T have before sjiid, there seems to be 
nt> special re^ison why government should not cany on the 
business of lending money to individual landowncra, on cerLiin 
conditions : in the chief wuses, however, in which operations of 
this kind have been successfully undertaken by Eurojiejm 
governments in recent times, the interference — though quite 
defensible from the point of view of production — has hfid so 
markedly a distributional character, that 1 have thought it 
more ap])ropriate to reserve it for a subsecpient discussion. 

Before concluding this chapter 1 may perhaps observe that 
governmental interferences of which the primary intention 
had no relation to the production of wealth have often had 
important productional eflFects, which a statesman ought care- 
fully to estimate in considering their expediency. Thus 
(e.g,) the restrictions placeil by the English Factory Acts on‘^ 
the labour of women and chil^en, in order to prevent delete- 
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rious e£Pects on their health, have practically had the effect 
of reducing the normal day’s labour of male adults in most of 
the branches of industry to which they have been extended. 
And in the succeeding chapters in which we shall be considering 
measures designed to render distribution more equitable or 
more economical, we shall find that the chief objections to such 
measures are drawn from the bad effects on production which 
arc found or believed to be inseparable from them. On the 
other hand, it should also be observed that the interferences to 
promote jiroduction which we have discussed in this chapter 
become in effect interferences with distribution, so far as the 
gjun resulting from them accrues to i)articular classes m the 
community, or the expense they involve is similarly specialised 
in its incidence. This last remark applies also to the operations 
of government discusscsl in the j)rec€ding chapter. We shall 
have occasion hereafter to notice some cases in which this 
cx>nsideration becomes impoi-tfint. 


NoUi on compukory pwrchmcB of hnd* 

A peculiar development of the system of natural liberty, in 
respect of what has always Ijeeii a difficult point in this system, — 
the appropriation of land, — has been recently suggested in a vigorously 
written little book by Mr C. B. Clarke, called Spendations on 
Political Economy, The right tenure of land Ix^ing, in Mr Clarke’s 
view, a tenure “such that every piece of land shall fall into the 
“hands of that man who is able to make the most of it,” he suggests 
that this might be sufficiently attained by giving any man a riglit 
to take any piece of land, provided that he was prepared to pay the 
price at which the land was valued by the owner himself in a 
“ national rate bojk,” together with 33 J per cent, as coiufiensation 
for disturbance. The valuation Ijeing determined by the owner 
himBclf — I suppose at certain intervals — no complaint of spoliation 
could arise, and tlie necessity of “law expenses, juries, arbitrations” 
would be avoided : at the same time the owner would be restrained 
from overvaluing his land by the fear of having to pay taxes on the 
higher valuation, while the fear of being bought out would tend to 
prevent him from undervaluing it — at any rate by more than the 
equivalent of the compensation for disturbance. Mr Clarke, however, 
does n*>t propose that any land for which an offer was made should 

31—2 
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neoessarily be sold : the owner would have the alternative of raising 
the value of his land in the national rate-book, on payment of a fine 
for undervaluation. Thus a Nal)oth might always keep his vineyard: 
but with the liability of paying taxes for it in proportion to the 
amount that it was worth to him. There would, I think, be some 
difficulty as to the portions in which land held in large masses 
should be valued ; and, unless a purchaser were always compelled to 
take the whole of any such portion, the scheme would hardly get rid 
of the necessity of arbitration so completely as Mr Clarke seems to 
suppose. But it is scarcely necessary to consider in detail the 
objections to a proposal which is certainly not within the range of 
practical politics : T only note it as a novel and ingenious device for 
harmonising the conflicting claims of human beings to their material 
environment, in accordance with strictly individualistic principles. 



CHAPTER V. 


FREE TRADE AXJ) J*ROTECTJON. 

§ 1. The question of Free Tnwle — in the s])eci.Tl sense in 
which the term is opposed to iin]M)rt dnties for tlie ProU^ction oi' 
native industry — occupiers at the present time a very ]:)oculiar find 
isolated position, whether we regard it from a practical or fr«)m 
a theoretical point of view. As a question of j»oli(?y, its ptwition 
is peculiar in tliis : that freedom of international trade is the 
only importfint j)art of the aims of the great eight.(^enth century 
movement against govemmentfil restiuint ‘Uid regulation in 
industrial matters, which hfis not boon gonenilly rt^filisod in the 
countries that occupy the front mnk in industrial ci vilisfxtion. The 
old system under which, in its intemsest form, the manuffurturer 
could not select fit will the place at which to establish himself, 
nor the seasons for his work, nor work for all customers, nor use 
the processes and materials which he found fittest for his pur- 
poses, nor give his products the form that suited his customers 
best, — all this has paased Jiway so completely thfit we find it almost 
difficult to credit the historian’s ticcjount of it. Within each 
modem civilised community, freedom of transit and residence, 
freedom in choice of a calling, freedom in the ijiaufigemerit of 
property and business — except so far as considerations of health 
^ come in — are now generally established: not indeed ivith absolute 
cx)mpletenes8 — as we have alre^uly observed — but to an extent 
that constitutes a substantial victory for the system of natural 
liberty. But though the triumph of the new Politicfil Economy 
of the eighteenth century has been so striking as regfirds the in- 
ternal conditions of industry and trade, its failure to persuade the 
civilised world to remove similarly barriers to international trade 
has been no less decided: not merely has universal free trade 
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not yet arrived, but the most enthusiastic follower of Cobden can 
hardly persuade himself that the world is at present moving 
in that direction. Taking the world of West-European and 
American civilisation tis a whole, it is difficult to deny that the 
common sense of this civilised world has pronounced in favour 
of protection. 

Still, it may be said, this is not a matter in which much 
deference is due to common sense when opjK)sed to the clear 
flemonstnitions of science. On a question of mathematics 
we do not make common sense the court of apjx3al: and, 
in the view of “ortluxlox Free Traders,” the proof of the 
iiniversiil expediency of free trade is held to be as evident and 
cogent as a mathematical deinonstnition. " When I was asked,” 
said Lord Fairer^ “ to write something in defence of Free 
“ Tmde, it st^emed to me as if I had been iisked to prove Euclid ” : 
and this utterance fairly rcqiresents the sentiments of the 
majority of educated Englishmen who regard themselves as 
competent to pronounce on economic questions. But such a 
statement strikingly illustmtes the isolated position, at the pre- 
semt time, of free tiude regtutled from a theoretical jK>int of 
vitjw. For onlj' a few fanatics would now use similar language 
in disc.ussiiig any other jwirticular ajiplicjition of the gentJi’kl d<K*- 
trine of laisser fair e: yet surely if the univei-sal mischievousnass, 
to the nations imjwsing them, of international iKuriers to tnulc is 
to be denionstnted like a conclusion of Euclid, it cjin only be by 
a method equally applicable to all causes of governmental intei*- 
ference for ju’oduction. If we still held with the Physit)cmts that 
the self-interest of individuals would always direct them to the 
industrial activities; most conducive to the wealth and w^ell-being 
of the community of which they are members, — then, doubt- 
less, the universsil expediency of free trade might be simply 
demonstmted by mere deduction from this sweeping proposi- 
tion. I conecuve, however, that this old l)elief in the harmony^ 
of the intercut of each industrial class with the interest of the 
whole community has lost its hold on the mind of our age : and 
that the need of governmental interference to promote pnxluc- 
tion is jwlmitted by economists generally in several at least of 
the ciises discussed in the last chapter. And, if so, it appears , 


^ Free Trade and Fair Trade , p. 1. 
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to me that the foundation on which the old short and simple 
confutations of protection were once logically erected has now 
been knocked away : and that the fashion which still lingers of 
treating the protectionist tis a fool who cannot see — if he is not 
a knave who will not see — what is as plain as a proof of Euclid 
is really an illogical survival of a mere fragment of what was 
once a coherent doctrine. 

I do not ineain to say that the broad general ai-gument for 
industrial liberty has lost its force, — I have already ex})resHed 
strongly the opposite oiiinion, — but I think that in the natunil 
development of economic theory it has come to be recognised as 
merely a first approximation to the truth, and its necesstiry 
theoretical liniitjitions and exce2>tions have come to be more 
cle^irly distinguished, classified, and systematised. And from 
the theoretical point of view thus attained, consistency (I think) 
i-equires us to meet the drift of the civilised world towai*ds jiro- 
tection by something moi*(i relevant than an obstinate repetition 
of an essentially antiquated mode of ‘refutation. Pra(;tically I 
am myself decidedly O2)posed to this drift of popular ojnnion and 
goveramental i^olicy; herein diftering somewhat from several 
Oerman writei’s by whom my geneml theoretical view of free 
trade has been anticiiKited, and from whom it has been largely 
derived. I agree, indeed, with these writers in holding, as 
a conclusion of abstnict economic theory, that protection, in 
cert»{iin cases and within cei-tain limits, would j)robably be 
advantageous to the protecting country, — Jind even, perha|)s, 
to the woi’ld, — if only it could be strictly confined tt) these 
cases and ke2»t within these limits: but I am nevertheless 
strongly of opinion that it is pi*actiwilly best for a government 
to Jidhere to the broiul rule of “ taxation for revenue only — at 
any rate in a free community where habits of commercial enter- 
prise are fully developed. My ground for this opinion is that I 
do not think we can reasonably expect our juitual goveniments 
to be wise and strong enough to keep their ^irotective inter- 
ference within due limits; owing to the great difficulty and 
delicacy of the task of constructing a system of imjwrt duties 
with the double aim of raising revenue equitably and ])rotecting 
native industry usefully, and the pressui’e that is certain to be 
put upon the government to extend its application of the prin- 
ciple of protection if it is once introduced. I think, therefore. 
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that the gain that protection might bring in particular cases is 
always likely to be more than counterbalanced by the general 
bad effects of encouraging producers and traders to look to 
government for aid in industrial crises and dangers, instead of 
relying on their own foresight, ingenuity, and energy ; especially 
since the wisest protection in any one country would tend in 
various ways to encourage unwise protection elsewhere. 

Here, however, we are primarily called upon to consider how 
far abstract economic theoiy recognises cases in which — taken by 
themselves — protective duties may be expedient : and I think it 
clear that the sweeping answer which orthodox free-tradei's give 
to this question is not jiistified. 1 gnint that the pemianent 
stoppage of a channel of trade which free competition would open 
could not tend to increase the wealth of the industrial society 
formed by the aggregate of nations whoso trade is thus restricted 
— supposing such nations to be composer! of “ economic men.” 
But I do not think that this iinivei'sal negative win be established 
in the case of temporarif protection, even if considcTed from a 
cosmopolitan point of view : still less if it be considered solely 
with reference to the interests of a particular nation. 

§ 2. The most inqiortant exceptional cme is that — 
recognised by J. S. Mill* — of “ pn)tecting duties imiK)sed 
“ temporarily in hopes of natumlising a foreigrj industry, in itself 
“pc*rfectly suitable to the circumstances of the cx)untry.” Of 
course such a duty — if needed and effective — imposes a tax on 
the consumers of the article protected. But it is (|uite possible 
that the cost thus incurred may be compensated t(» the com- 
munity by the ultimate economic gain accruing from the 
domestic |)rcKluction of a commodity previously imported ; 
while yet the initial outlay, that would be required to establish 
the industry without protection, could not be expected to be 
ultimately remunerative to any ]»rivatfj ciipitalists who under- 
took it. This would be the case if the difficulties of introducing 
the industry were of such a kind that, when once overcome by 
the original introducers, they would no longer exist for others, 
or would exist in a much smaller degree: since in that case, 
almost as soon as the industry began to be profitable, com- 
petition within the country would tend to bring down prices 


^ Political Economy, Book v. c. x. § 1. 
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to a point at which they would be remunerative to the later 
comers, but not to the introducers of the industry who had home 
the initial sacrifices. 

/ 

It may be convenient to illustrate this by contemplating a 
jMirticular hypothetical wise. Supposes then that a trade is at 
present carried on between a mainly agn'ciiltural district (A) 
and a largely manu6u?turing district (M), in which M sends 
manufactures to A in exchange for (M)ni : while yet A is in 
respect of natunil resources not materially loss adapted for 
the manufiictures in question than M. And for sini]»licity, we 
will further supi)ose that there is no mat(‘rial diiference in 
the average retunis to labour (of the same; quality) and capital 
in the two districts respectively*: and that the new maniifiic- 
tures can be established in A by means of fl(.»ating cajutiil 
which would othei’wdse be mainly enqiloyed in com-growu’ng. 
It is evident, then, that the employment of this cajatal in 
manufactures rather than cxim-gi’owing will be i*conomi(»illy 
advantageous to the two districts taken together if the saving 
it (pauses in the cost of cjirriage of corn and manufactures is not 
outweighed by a loss of some other kiixl. And it seems likely 
that this will be the case, jirovided (1) that the superiority 
of A ov(T M in the production of corn falls <lecidedly short 
of the degree that would render it profitable ibr the latter 
k) pfiy the whole expense of a trade in com from thc» former; 
and (2) that no such advantages from division of labour would 
be gained by the aggregation of all the rnanutacturt^s in M, 
as would materially outweigh the gain in effectiveness of 
As labour, which may be expected to result from the ne.w 
opportunities of prcslucing profitably vtirious kinds of agii- 
cultural produce, not well swlapte*d for tninsportation, and 
generally fn^m the greater variety of occuijations <»])ened by 
the change. 

Supposing then that in this way there would be a net gain 
to the community in the long run, from the intnxluction of the 
manufacture into A, it is further ai)pii*cnt that the interven- 
tion of government, by protective duties or otherwise, will be 
needed in order to realise this gain, if a private undertaker 

1 It would be easy to ahew that the main argument would not be substantially 
affected — though it would become somewhat more complicated — if the returns 
to labour and capital were taken to be different in the two districts. 
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would have no prospect of securing a share of it sufficient to 
compensate him for the disadvantages against which ho would 
have to struggle, under open competition, during the earlier 
years of his undertaking. Among such initial disadvantages 
the most important appear to be the following: 

(1) the difficulty of obtfiining the requisite skilled labour 
without im^nng an extra price for it; 

(2) the difficulty of establishing a business connexion; likely 
to be aggravated by 

(8) the danger of a combination of inamifactui*ers in M. 
who may lower their prices temix)rcirily to ruin their rivals 
in A; 

(4) the difficulty of effecting sinjulLineously all the in- 
dustrial changes required for the commercial success of any one 
branch of manufacture ; {e.g.) the manufacturers in A may 
lose by having to (»btain instruments or materials from M or 
some neighbouring region, while yet A may be no less well 
fitted for the jinxluction of such instruments and materials. 

If on thtjse or other grounds the manufacturer in A 
would have to incur a considemble temponiry loss, it is esxsy to 
shew that he may not be able to obtain adequate compensation 
by the share he could secure of the subsequent gain to society, 
when tlie manufacture is firmly ost^iblished. For this gJiin will 
consist chiefly in the sjiving of the cost of transport of manu- 
factures ; but of this he would be only likely to secure* a portion 
for a short time ; sinct*, after he hml overcome his initial 
disadvantages, he would jjrobably have to transfer a pai*t of the 
saved cost to the consumer in lowered pi ices, in oider to drive 
the manufacturers of M out of his home market ; and he would 
only enjoy his remaining extra juofit for a short time, before it 
would begin to be reduced by the competition of new men free 
finin the burden of the initial disadvantages. 

In the circumstiincces, the imposition of a protective duty 
on manufactures in A for a certain time, sufficient to induce 
private capitalists to undert^ike the manufacture, may be a 
profitable outlay for the community as a whole, resembling 
the pajrment of guanxnteed interest on the capital of a new 
railway ; except that in the case of a protective duty the outlay 
is defrayed by the consumers of the article protected, and dught 



CHAP. V 


FREE TRADE AND PROTECTION 


491 


to be considered, in the adjustment of fixation, as a special tax 
on this class of persons. 

I have never seen any serious attempt to shew by general 
economic reasoning that the wise above analysed, in wliich 
the most enlightened private cntei-prise wouhl fail to turn 
to account an important opportunity of industrial improve- 
ment, is one that cannot occur ; or to shew that if it did occur, 
a “protecting duty continued for a rejisonable time” would 
never be “the lejist inconvenient nitKle in which a nation could 
“ tax itself” to defrjxy the cost of the improvement. What free- 
traders usually urge against this as a practical conclusion is 
that experience shews that such a duty when onct? imposed is 
not likely to be taken oflF, — that the protiiction designed to be 
temporary will practically become permanent. And I admit 
fully the force of this appeal to experience : but the considei’a- 
tion thus adduced does not strictly belong to economic theoiy: 
it is a political argument, the use of which tacutly couceiJes the 
economic correctness of the protectionist’s l•(»asoning. 

So far we have been considering tem[)oi*my protection as a 
means of introducing an advantageous change in industry. But 
it is theoreticjilly possible that it may be similarly useful to 
prevent an inexpedient change. It is conceivable that under 
open c(jmpetition a certain industry — e.^., wheat-growing— estab- 
Ushed in one district (A) may become temporarily so un- 
profitable as to b<3 abandoned, in conseciuence, of an important 
advantage enjoyed by the corresponding industry in another 
district (B); while at the same time this advantage may be so 
transient, — as, foi* instanc^e, if it consists in a natiinil fertility 
that tends to be rapidly exhausted, — that after a veiy' limited 
period the same industiy’’ will tend to be revivtHi again in A. 
In this case it is manifestly possible that the loss on the 
whole througfi the wjistc of capital involved in the two 
changes iiuiy outweigh the gain from the greater cheapness 
of the products of the industry during the interval between 
the changes: so that it would be on the whole profitable 
to A and B together to maintain the industry by protection. 
It must, however, be admitted that, actually, the difficulty 
of definitely forecasting future changes of industiy would at 
best render this application of protection a highly speculative 
employment of social capital. 
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§ 3. It will be seen that the argument for temporary pro- 
tection — in both the case^ above stated — is theoretically valid 
from what I have called a "cosmopolitan” point of view; that is, 
if we consider the int(Tests of the two districts taken together, 
and not merely that of the district whose industry is protected. 
But the theoreticiJil possibility that laisser faire may not lead 
to the most economiciil local distribution of labour and capital is 
of pnwtical impoiiiance at present solely from the division of the 
civilised world into separate nations, whf)8e commercial policy is 
understood to be fmmed with a view to their respective sectional 
interests: since the arguments for protecting a nascient industry 
are much stronger when we consider the interests of the protect- 
ing nation alone. For not only in the ctise supposed would this 
nation receive the gjiin of the industrial improvement i-ealised, 
while the other would bear the (smaller) loss inseparable from 
such gain: but it is further possible for the former in certain cases 
t<^ throw a portion of the expense of pnjtection on the foreigners 
whose' manufactures it partially excludes^ This latter r(\sult 
would generally be ])ossible for a time, if the protecting country 
supjjli(‘(l a considenible part of the whole demand for the fonugn 
pnKlucts against which the protective duty was dirt'cted : since 
the sudden and extensive reduction in the demand for these pro- 
ducts which the duty would cause must tend to lower their price 
at least temporarily. Free-tradei*s are of coume right in point- 
ing out that, so far as this is the actual effect of im}M>rt duties, 
such duties tend to miss their primaiy end of protecting native 
industry ; sinci*. to whatever extent the foreign prcKiucts thus 
lowered in price are still purchiised, to that extent the native 
products are not encouraged. But this in no way pn)ves the 
inexpediency of the duties in question, since they may very 
well give tidequate encouragement to native industry without 
completely excluding foreign products: and it cannot be an 
objection to them l^m a purely national point of view that ,> 
a pirt of their effect is merely to levy a tribute on foreigners 
for the national exchequer*. Of course in most cases this tribute 

1 It is also to be noted that the initial difficulties of starting a new industiy 
are likely to be on the whole greater, when the established rival against which it 
would have to compete is a foreign rival : though 1 do not think that this would 
bo the cane necessarily. 

3 It may be convenient to shew by a simple hypothetical case how a duty 
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will be merely temporaiy ; isince the reduction in the foreign pw)- 
ducers' profits which must occur in the case 8upix)sed will dnve 
them from the industry in question, until either the price rises 
again or the protecting country obtains its whole supply from 
native sources. But, firstly, the protection that we are con- 
sidering is supposed to be merely temporary: so that even a 
temporary sharing of the expense of it by foreign producers may 
reduce the burden of it to an important extent. And, secondly, 
if the industry hapjtens to be one in which a large amount of 
capitid is so finnly invested that it cannot be withdrawn from 
it without great loss, except very gradually, the period during 
which the jmxlucers will submit to lowered j^rofits will be corre- 
spondingly prolonged. And, thirdly, the foreign producers — or 
some of them— may be in a vaiying degree exeiiq)t from the 
equalising effects of com{>etition, either generally, or in the 
mjirkets of the protecting countiy : in consequence of which they 
may have been making extra piufits by their transiictions in thesis 
markets; so that even a considerable and permanent reduction 
of profits may not lead them to abandon their business. This 
may happen in various ways — thus (e.g,) single producers, or 
combinations, in a countiy (A) may monopolise the manufacture 
of certain commodities sold in another ct)untry (B) ; .-wid may be 
thereby enabled to sell their products, if untaxed, for a price so 
high that even when reduced by the whole amount of a protective 
duty imposed in B it would still remain fairly remunerative. 
In these circumstances there is no theoretical means of 
determining generally how far the imposition of the duty will 
tend, even ultimately, to raise the price of the taxed comimxlities 
in B^ Again, some among the producers in question ujay have 
special advantages as comimred with the rest, in producing for 

may at once protect the native maiiafactarer adequately and recoup tlie country 
for the expense o^ protecting him. SupiK)Be that a 5 per cent, duty is imposed 
on foreign silks ; and that, in consequence, after a certain interval, half the silks 
consumed are the product of native industry, and that the price of the whole 
has risen 2) per cent. It is obvious that, in these oirciunstances, the other 
half which comes from abroad yields the State 5 per cent., while the tax levied 
from the consumers on the whole is only 2J per ccut. ; so that — apart from the 
cost of collecting the duty — ^the protecting nation in the aggregate coutributes 
nothing to the expense of protection, which falls entirely on the foreign produoers. 

^ It is even possible, in the case supposed, that the price of the taxed com- 
modities may not rise in B at all — ^in which case, of course, the tax would not 
be piotective. 
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the foreign markets. One obvious advantage of this kind is 
that of situation. Thus,' suppose that A has been supplied with 
coal from two groups of coal-mines in B, one of which is situated 
on the side adjoining A and the other on the side remote from 
it : and suppose for simplicity that the mines yield coal of the 
same quality at the same cost of extraction. Then if a protective 
duty of 4s. a ton is laid by A on imported coal, raising the price 
of coal in A 2«. a ton, the result may be that after a time it 
ceases t»o be profitable tiO send coal into A from the remoter 
mines of B, while it still remains profitable to send it from 
the nearer ones, though to a diminished extent, and for a 
diminished profit. 

In short*: unless foreign products ai*e completely excluded 
by im|M)rt duties, such duties may ptirtly have the effect of 
levying a tribute on foreign producers, the amount and duration 
of which may in certain special cases be considemble. Of course 
such tribute-levying will genemlly be a game that both countries 
ciin play at to a certain extent : hence the danger of suffering 
fh)m retaliatorjninjKxsts may render protective <luties inexpedient 
even wh(‘n, ajiart from this danger, they would be economicxilly 
advantageous on the whole. On the other hand, if the broad safe 
rule* of “ tiixation for revenue only” is once abandoned, it may 
be exp<}dient for a country injured by the imjiort duties of an- 
other to impose similar duties in the way of retjiliation even 
when they are in themselves economically disadvantageous, — just 
as it may be expedient to incur a greater cost in actual warf'are, 
in order tb prevent or punish more viokmt injuries to commerce. 
But, in any case, to consider more pai-ticuhirly the conditions 
under which such retaliatory measures are to be recommended 
belongs mthei* to the jiractice of state-craft than to the art of 
jKilitical economy. 

We have, however, in estimating the economic loss and gain 
of jirotection, to take into accmint certain secondary effects of 
protective duties, which are of a somewhat mixed kind. Sup- 
posing trade to be in equilibrium at the time that the demand 
in A for B’s commodities is artificially restricted by import 
duties raising their price, and supposing that other things — 
including the demand in B for A’s commodities — ^remain un- 
changed, one obvious result will be that B will import more 
than she exports ; hence in order to restore the balance of t]|;ade. 
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a certain readjustment of prices will be necessary by which B 
will in most cases tend to obtain a somewhat smaller aggregate 
of imports on somewhat less advantageous terms. This re- 
striction on B*8 imj)ort trade may possibly not reduce materially 
the amount of her imports from A, if the commodities supplied 
by A are strongly demanded in B; since the price of such 
imports may be ptiid for indirectly by transferring to the 
merchants of A the debts of other countries who import 
from B. In this case the secondary effects of As pi-otection 
on the trade between A and B will be on the whole favourable 
to A. On the other hand, the mcsrchants of B will tend ceteris 
paribtis to buy from a country to which they also sc*l] : and, 
therefore, if the pi*oducts of A are closcdy pn^ssed in the markets 
of B by the competition of other countries, tlu^ prote(;tion 
given by A to one.* bmneh of her industry may veiy likely 
have the secondaiy effect of inflicting a blow n]K)n another 
bninch, namely, that which jnvviously supplied the t‘xports from 
A to B. 

§ 4. I have now^ to ciill attention to an ovt^rsight in the 
ordinary exposition of the benefits of free tnide, which is of 
some importance when the division of the world into sejjarate 
nations is taken into jwcount and the interests of a single nation 
alone are considered. It is often assumed, exj)ressly or taicdtly, 
that when a cLiss in a given nation (‘an obtfiin any kind of com- 
modities ch('aj)er through foreign tnwie, tbe- nation as a whole 
must be benefited by their so obtjiining it. What is overlooked 
is the possibility that the portion of the nation from w^hicih 
employment is withdrawn by the chimgc cannot b(‘ employed 
vfitidn their lywn country without a loss of utility on iho whole 
gre^iter than the gjiin from the ch(*aper foreign su})])ly of the 
commodities they were prcxlmung before the change. I do not 
think this reswlt at all a probabk* one, in the c-ase of a country 
iw large and jis industrially advanc<*d jis England. But I think 
* it must be iulmitted in any theoretiwil treatment of the subject 
that in order to realise the economic advantage obtainable by 
free trade between two countries, a disphicemcnt of labour and 
capital out of one of the (iountries may be necessary : so that the 
aggregate w< 3 Hlth of the persons living iu one of the countries 
may be reduced by the change. 

Jt may be worth while to illustrate this result by considering 
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an extreme h3rpothetical case. Suppose a country (A) so thickly 
populated that additional agricultural produce could not be 
obtained fh)m the soil except at a rapidly increasing expense ; 
and suppose that one-third of its actual produce of this kind — 
say, for brevity, its corn — is now consumed by the persons engaged 
in its chief bmnehes of manufacture. Suppose that the countrj', 
having been strictly protected, adopts free trade, and that 
consequent!}' the manufactures in question are obtained at half 
the price from another country (B) in exchange for com: and 
for simplicity let us assume that the result of the fall in price is 
that the same total price is paid for the rnanuhxctures annually 
consumed. What then are the manufacturing labourers thrown 
out of work by the change to do ? The course most obviously 
suggested by the circumstances is that they should emigrate 
and supply the labour required in the extended manufactures of 
B, or in the newly developed trade between A and B. If they 
do not do this, there seems no general ground for assuming that 
they will all be able to find employment in A, as remunemtivc 
as that withdrawn from them. No doubt as the cost of pro- 
duction in agriculture may be assumed to increase continuously, 
a certain amount of additional labour may now be employed in 
agriculture which will be more productive on the whole than 
some of the labour employed before the trade was ojiened, — the 
diminution in the amount of com produced by each new 
labourer being more than balanced by the increased power of 
the com to purchase manufactures. But if the additional labour 
is only applicable at a rapidly increasing cost, the point will 
very soon come at which this balance will be reversed : and it is 
quite conceivable that a jwrtion of the labourers thrown out of 
manufacturing employment could not, in the present condition 
of industry, be employed in A in agriculture so as even to provide 
their own consum])tion. And if they could no<, be profitably 
employed in agriculture it is theoretically possible that they 
could not be so employed at all ; so that the natural result of 
free trade may bo that A will only support a smaller population 
and that its aggregate wealth may be diminished by the change. 
The fear of such a result as that just described has undoubtedly 
been important among the motives that have operated on the 
side of protection. I think that the alarm has usually been 
without much practical justification: but I think that it ought 
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to be met not by a fallacious general demonstration that the 
resiilt feared cannot happen, but by a careful exj)08ition of the 
reasons why it is not likely to happen in- any pa]^icular case to 
an extent that ought to influence a statesman’s action. 

Note, Tn the above discussion 1 have confined my attention as far 
as possible to such arguments as are strictly economic and naturally 
lend themselves to an abstract and technical treatment. There are, 
I need hardly say, several other considerations both for and against 
protection, which would have to be carefully weighed in dealing 
with the question from a directly practical point of view ; one of 
which will come to be discussed in the next chapter, in which 1 shall 
pass to consider governmental interference witli a view to n^ore 
equitable distribution. 


B. P. K. 
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CHAPTER VI. 

THE PRINCIPLES OF DISTUIBUTTVE JITSTTCE. 

§ 1 . In the prectHling chapters we have considered thc^ grounds 
and limits of governmental inteiferenee so far as its end is the 
most economic production of purchasable utilities estimated at 
any given time at their market value. Many, however, of 
the particular kinds of interference that we have had occasion 
to discuss are commonly recommended not from this point of 
view alone, but also as conducive to a better distribution of 
]»roduce ; whether this better distribution is expressly judged to 
be such because it is more economic (in the sense above 
explainexi); or whether — as is more ordinarily the case — it is 
preferred and cx>mmended jis more “just*’ or “equitable.” 
On the other hand, such inteiierences are often t^mdemned 
on grounds of justice ; as involving a violation of the 
rights of individuals. In the following chaj)ter I jmqKKse to 
discuss governmental interference with distribution — including 
the comprehensive schenujs for such interferemee recommended 
by .socialist or semi-socialist writers — from a purely economic 
or utilitarian jioint of view ; considering how far individualism 
or socialism may be expected to lead to most happiness, so far 
as this depends on the production and distribiition of the pro- 
duce of industry. In my view this is the consideration that 
ought to be decisive with the statesman and the philanthropist. 
But it seems exj)edient to clt»r the way for this discussion by a 
brief examination of other ethical views of the distribution of 
wealth iind of the social onler on which it mainly depends; 
since there are still many thoughtful persons who consider 
the present individualistic organisation of society to be abso-' 
lutely right, regarding all interference with private property as 
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“ spoliation,” and all intorfereiic(‘ with free wwitract as “ t}Tanny 
“of the State over the individual.” On the other hand, there 
are socialists who, with no k‘ss sincerity, pronounce private 
property generally — or private j>reperty in the instruments of 
production— to be “robbery,” and regjmi the wages-coiiti’acts 
resulting from it as the irianifestiition of the “enslavement of 
“labour by capital.” 

The opposition between the two views is violent and at 
fii-st sight iiTeconcileable ; 1 think, howevcT, that it will be found 
possible to reduce it materially by e4ireful considenition of the 
opposing docitrines, and so ultimately to find a (jomiiion ground on 
which a profitable discussion may be (-.oniluctc'd b(‘tween them. 

It may seem that such a discussion has not Kuffici(‘Tit bearing 
on practical problems to be appropriately included in this ]Kii't 
of my treatise. And no doubt the proposiil to abolish private 
property — even if limited to the instruments anrl materials of 
pnKluction — cjmnot be said to come as yet within the range of 
a stfitesman’s consideration: except jis an actual or possible 
source of dangerous and disordering agitation among the pooi*er 
chisses. But the proper applie^ition of the notions “just,” 
“fair,” “equitable,” &c. to different ])fU’ts of th(' existing <listri- 
bution of wealth is undeniably a matter for practicxil considera- 
tion ; since the demand that wages, profits, rents shcmld be 
“fair” is continually mjule and a.[»prov(‘d by large sec-tions of 
the community who would shrink from any scheme of whole- 
sjile interference with the rights of })ro])erty. And we shall, I 
think, obtain a clearer and fuller view" of the general pn'nciples 
of justice or equity which are imjilicitly Jissiimed on one side 
or another in the discussion of such demands, if we exaniim^ 
the brofid issue between the individualistic ideal of soeh^ty, 
approximately rejxlised in modern civilised communities, and 
the various socuiistic schemes that have been consiructcid with 
the view of remedying its alleged injustices. Such an examina- 
tion is not, I conceive, without interest even for those economists 
(chiefly English) who aim at a purely scientific treatment of the 
problem of distribution. For the conclusions of economic 
science have always been supjKwsed to relate ultimately — how- 
ever qualified and Rupj)lcmented — ^to jictiial human beings ; and 
actual human beings will not permanently acquiesce in a soc;ial 
order that common moral opinion condemns as unjust. 

32 — ^ 
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We may begin by removing a complication, by which the 
argument iH sometimes confused, ai*ising from the &ct that the 
individualistic system is in possession of the field. Some per- 
sons, if the abolition of private property were proposed, would 
condemn the proposal as unjust, merely because the institution 
actually exists and has always existed from time immemorial. 
Reflection, however, would pn>bably convince them that this 
position is untenable ; since they would not deliberately main- 
tain either that no estixblished social order could be unjust or 
that if unjust it ought nevertheless to be perpetual. That any 
removal of legalised and long-sttmding social injustices should 
be managed with as much regard as ]j4xssible to the legitimate 
expectations of the persons profiting by such injustices would 
be admitted by all reasonable persons; and more than this 
would hardly be demanded by any in the case of such generally 
approved changes as the abolition of slavery, serfdom, absolute 
despotism, or oppressive oligarchical privileges. Thus our 
question must clearly be whether the institution of private 
property is to be regarded, from an abstract point of view, as 
just or unjust. It would not even be contended, in the 
parallel cases just mentioned, that full comjKinsation ought 
to be given to the persons damnified by the changes; for 
such compensation as would secure them advantages equal to 
those that they had lost would often be obviously impossible. 
All that cjin be said generally is that the compensixtion for the 
disappointment of legitimate expectations should be as nearly 
adequate Jis the circumstances of the case allow. 

On the other hand, we may equally neglect the argument 
that the existing inequalities in the division of property have 
had their origin in injustice; even if we grant that this is 
largely true in the case of the nations of modem Europe. For to 
disturb expectations based on ages of orderly p«»ssc8sion, merely 
in onler to remedy such ancient wrongs, is not defensible on any 
even plausible principles of jurisprudence or morality: such a‘ 
measure could only be prirnd fade justifiable if it led to the 
final substitution of a more equitable social order. Any plausible 
attack on private property must be based on objections not to its 
origin, but to its effects ; and similarly, if the absolute justice 
of the institution is to be maintained, it must not be merely * 
because it exists, but because it is based on rational principles. 
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§ 2. Let us ask, then, on what grounds it ctxn be argued that 
individuals have an inalienable right to private property, which 
must avail always and everywhere against all considerations of 
equity or expediency that may be urged in favour of socialistic 
schemes. 

The most received positive answer to this question is, I 
think, that which treats the ftill right of private property — 
including the right of fretily disposing of it by exchange or 
otherwise — as an indisj)ensable element of the right to liberty. 
What a just social ordcu' (it is sjiid) secures to individuals is 
equal freedom; whatever inequalities in the enjo^onent of the 
materia) means of happiness may actually result from the 
exercise of this freedom are ])erha])s to be d(‘plored and volun- 
tarily alleviated, but cerfriinly not to be forcibly ))rovented by 
the ac*tioii of government. This e«pial freedom, then, is held 
to include the liberty of securing to oneself anil transferring to 
othera the sole use of any material things not hithei'to appn^- 
priated. 

Against this inteq)retiition of social justice considenitions 
have often been urged which may b(^ summed uj» in th(‘ follow- 
ing dilemma. If, on the one hand, we mean by fn^edom simply 
the antithesis of physical coercion, it does not apiiear that the 
most jKjrfect realisation of the “ Fre(MJom of each so far as com- 
“ patilble with the Fn^edom of all others’’ would include the estab- 
lishment of private property at all : it would be strictly limited 
to protection of the individual from interference while actually 
using any jX)rtion of material wealth, in the saine way as he 
would be now protected while using n)a(ls, commons, &c. If, 
on the other hand, we extend the* notion of equal freedom to 
include equal opportunity for gratifying desires, thtui it does 
not appear how (‘quality of freedom ciin be realised so far 
as any appropriation is allowed which i-enders things of the 
• kind appropriated unattainable, oi* more diflBcult ol attainment, 
by others. But, if this be granted, since land is a commodity 
of this kind — at legist in all but vt'ry thinly jieopled societies — 
and since most other jiroperty has come from appropriated 
land, the siipfiosed basis of the right of privates property can 
give but verj' little sujipori/ to thi* institution in an advanced 
stage of social progress. 

Similar difficulties arise if, instead of the mor(‘. general 
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“realisation of freedom,” the sjjecial principle that “every 
“man has a right to the pi'oduce of his labour” is projiosed 
as fundamental. Human lalxmr is obviously not the cause of 
the matter of any material ]»roduct, but only of its fonn ; there- 
fore, if a man is to have right of j)ropcrty in the product he 
must have alrejwly been allowed to ap})roj>riate the material; 
and this preliminary a})])ropriation will rt^quirc justification. 
To sjiy that he has laboured in seeking it is a manifest stmin- 
ing of the i>rinciple that we are considering: since, as was before 
sjiid, land, the grand primary material oi* natural instniinont 
of that agiicultural and extractive labour which is the pre- 
requisite of all other productive work, is not something which 
a man would have to labour seriously in seeking, if appropria- 
tion in land had not ali eady been alh)wed. And at any rate the 
first finder’s labour cannot give him a right to diminish the 
opj)ortunities of other seekers. The o/ily nuKie of defending 
private' property, on the basis of this principle, which si^.ems 
to me at all tenable, is to maintain that this inevitable diminu- 
tion of oj)])oi*tunities is adequately com])enstited ; that the 
appropriation by fimt (M>mei*s of the “spontaneous gifts of nature” 
is not substiintially unfair to those who come after, bewiuse 
though they find the Ijiiid and its produce a}>proj)riated, they 
are placed in a Ix^tter position than they would be in if there 
had been no appropriation. And this is, I think, true if we 
consider these later comei-s in the aggregjitci : it seems to me 
chwir that existing labour, t4vken in the aggregate, gains more 
by the results of jwevious labour, which it finds accumulatcHi, 
than it loses by the aj)proj)riation of the land ; especially since 
a considerable ])ortion of tlui utility of the land itself must be 
included among these jiccumulated results. 

§ 8. Ihit granting that the encroachment on th(5 oppoi-tunities 
of existing labourers, involvecl in ])rivate propert}', is ;idequately 
compensated to such labourers in the aggregate, it does not, 
follow that the com]iensation is adecpiate in the case of all 
classes of th(?se labourers. The question still remains whether 
the individualistic system of j)rivate j)ro])erty and fret* contract 
tends to give particulai* labouiv,rs what their services are fairly 
worth. And this question is one that cannot be avoided by the 
advocates of this system: since the jirevalent acquiescence 
in the i-esults of competitive distribution is largely due the 
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more or less definite conviction that fi*ee competition aftbrds 
the best realisation possible, in a community of human beings, 
of the principle that “ every man should have the ojiportunity 
“ of obtaining a fair retuni for his labour.” Indeed wc may sjiy 
that political economy has importantly modified popular ethical 
conceptions, by defining the common moral ideal of equity in 
exchange, where pro-ocoiK>mic morality had left it vague and 
indeterminate. The pre-economic morality, whether of the 
vulgar or of philosophem, considered services and products 
as jiossessing “intrinsic worth”; and thi,‘ same conception still 
governs the moral judgments of the vulgar, even in the present 
stage of economic cultunj; thus, one continually he^us thrifty 
housekeepers agreeing in moral disapprobation of the present 
rac.e of servants, for their pci-sistence in demanding “mort* than 
“ they are worth.” But reflection soon shews that the ordinar}' 
estimate of this intrinsic worth is merely dependent on custom 
juid habit; ho that some other standard of value* has to be 
found, unless we are prepared to condemn any dc^viation fi-om 
custom as extortionate. And this no one in modem times is 
pre]){ired to do: extended historiwil knowledg hfis shown us 
the wide variations of such customs fhun ]>lace to place, and the 
changes that time has continually wroiight in them; and has 
thus invsi.stibly demonstrated the irrationality of setting up as 
a final standanl the custom of a pai*ticular age and country. 
In this diflficulty the economic ideal of fh*e competition has 
been widely accepted as sujqdyiug tht* recjiiired standard; s<j 
that the })rice, which competition tends at any time to fix as 
the market-price of any kind of services, has been taken to re- 
present the universal or social — and thei*c'fore, niomlly valid — 
estimate of the “real worth” of such sei*vici‘.s. 

But — apart from the exceptional cases noticed in a ])revious 
chajiter' — this \dew of the niarket-j)rice of services is *)nly 
generally true ^\'ith a veiy important rpialification. The com 
petitive n^.miirierati<iTi of the individuars stu vicc Ui societ}’^ does 
not tend to correspond to his share of the totfil utility of 
the kind of services he rendei-s: what it tends to measure is 
merely its final utility, — what the comiiiunitv would lose by 

‘ Hee c. ii. of thin Book. Some of tlie difficulties in determining what is 
u “ fair contract ” in particular cases will be again discuHsed in the concluding 
chapter. 
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the subtraction of a single individuars services. This distinc- 
tion at once explains and is illustrated by the advantage which 
in certain circumstances a class of labourers may conceivably 
obtain by a combination which enables them to sell their 
services in the aggregate ; for they thus force society to reckon 
the total utility of this aggregate, which may be indefinitely 
greater than the sum of the additional utilities of the jjortions 
supplied by the individual labourers, estimated separately. 
And when any set of scantily piid workers complain of their 
wages as “unfeir,” this discrejMincy between total and final 
utility often seems to be vaguely present to their minds ; they 
consider the great importance to society of the aggregate of 
the services of their class, rather than the comparatively trifling 
imjKirtancc of the services of any individual worker. Often, 
however, the complaint expresses simply the moral dissatis- 
fiictibn with the proportionrnent of reward Uy final utility, 
which arises when the causes that influence the latter are 
cle^irly understood and ctirefully considered. If a man is tis 
industrious to-day as he was yesterday, it seems hart! that 
he should suffer because some unforeseen decrease in the 
demand for his commodity, or some incrt^jisc* in the supply 
of his jjarticular kind of labour, has reduced the final utility 
of his services. 

But if we reject the measurement of “ worth of labour by 
final utility, what other stiiiidard cjin we take ? To determine 
the rtiward of any species of labour by estimating the loss which 
the subtraction of the whole aggregate of such labour would 
inflict on society is obviously futile and impracticable. 1'he 
production of necessaries and that of luxuries would from this 
point of view be incommensurable; all, if permitted, would 
choose the former; and no reason could be given for selecting 
some rather than othera for this high function and j*<aiiu- 
neration. 

It may perhaps be siiggesttMl that we should estimate 
desert not by the utility rendered to the recipient of a service, 
but by the effort of the worker. But though this estimate is 
certainly in harmony with the general notion of good and ill 
desert, outside the region of exchange, — since the meiit of 
a deserving act is generally held to lie in its intention rather 
than its result, — the attempt to apply this principle to* the 
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distribution of social produce would involve us in insuperable 
difficulties. For not only should we have lo abstain from re- 
warding physical strength and quickness, and ingenuity, so far 
as these qualities are independent of the agent’s voluntaiy 
effort ; but we should find it hard to shew why even energy and 
jxjrseveraiice are to be remunerated, iinl(‘ss we van ]»n)ve that 
these qualities are not merely inherittKl natural gifts: so that 
the principle of rewarding desert would b(' in danger of finding 
no realisiition, through our scrupulous anxiety realise it 
exactly* 1 On the whole, therefore, we seem lefi to the con- 
clusion that the demand for gi-eater justice in distribution can 
only be pnictically interpreted as a demand that differtmees 
in remuneration, due to csxuses other than the volunbiiy' exer- 
tions of the labourers remunerated, should K* nnluced as far as 
})ossible. 

§ 4. If it be Jidmitted that “ fair wages” luay be defined, 
for practical purposes, as “ market wages as they would be under 
‘*the condition of the least ]»ossible inequality of opportunities,” 
it remjiins to consider how such a condition is to be si ‘cured. 
Now it has certainly been the firm and long-ch^ rished belief of 
many ailherents of the tratUtional jiolitical economy, that un- 
I’estricte.d freedom of action and contract would tend to rc'ducc 
the actually inevitable inequality of economic oyijua-tunities 
to the lowest att>iinable minimum, — s(» soon at any rate as 
enlightenment should be sufficiently diffused by means of 
ejementary educ^ition and the spixwl of cheaj) means of ob- 
tiaining information by newspajKTs, &c. They havx* believed 
that labour thus becoming mobilc‘ would flow where the 
demand for it — <jr its final utility — was greatest, nearl\ as 
easily and rapidly as water finds its i>wn level ; so that no 
considerable class of persons would for any length of time 
obtain, Jis remuneration for their labour, materially more or 
^ less than the market-price of the most useful services that 
nature and their own or othei’s* labour aiul caj*e had qualified 

^ It may be observed that — for these or other reasonH — Kome recoTintructorfl 
of society have diucarded dceert and adopted as their principle of distributive 
justice either simple equality, or equality modified by differences of need. In 
the next chapter I have discussed briefly the communistic institutions in which 
either of these views finds its natural development ; but I have not thought it 
fitting to introduce them here, as I do not consider tliese principles to be even 
vaguely implied in the current notions of “just” or “fair” distribution. 
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them to render. They have admitted that very great ine- 
qualitieu of income, due to inheritance, would probably continue 
to exist ; but tlicy have thought it not unjust that A's income 
should bo auginenteil by the results of his ancestors’ labour 
and care, whether in the form of material wealth or personal 
aptitudes, — assuming, of course, that such augmentation did 
not tend to make B’s income less than it would othcr^^dsi^ 
have been. 

Tluwp who hold, on the other hand, that this view of the 
tendencies of laisser faire is far too oj)timistic urge chiefly 
the following objections. In the fii-st place, it is imiiossible to 
prcivent the effects of moiio])oly. especially iiionoi>oly resulting 
from combimition, from mcHlifying and disturbing to an indeflnite 
extent the effects of free competition, without placing the treedoni 
of exchange and association under restraints of a kind that the 
advcjcates of laisser faire could not consistently recommend. 
And we may add that the attempt to impose such restraints, 
even if made in the style of the most despotic of modern 
governments, could never have more than a very' imperfect and 
unsjxtisfactory kind of sucx^ess. It could at most only ))revent 
express and open combination ; but, as we have befoiv observed\ 
the effects of monojKxly may be largely brought about by tacit 
coitibination, which is obviously easier to the rich few than to 
the many jiooi*, and which, therefore, it would be highly objection- 
able and invidious to favour indirectly by suppnissing the only 
force that could effectively counteract it. On the other- hand, 
no advowite of laisser faire has ever* sup])os(»d that a striiggk* 
among different coinbinatiorts of producers, each aiming at its 
ow-n sectional intei-est, win have any gen(»ral tendency to bring 
about a just distribution of ]>i-oduce, acconling to any recognised 
view of justice. 

There is, indeed, one way in which the Stfite may effectually 
prevent the disadvantageous results of mono]joly without vtixa- ^ 
tious and inquisitorial legislation ; namely, by taking into its 
own hands a business that would otherwise fall into the hands of 
private monopolists; since it Is thus enabled both to manage 
the business in the interests of the community, and to secure to 
the public pur*si* w'hatever profit it is possible and expedient to 


^ Book II. c. X. 
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imike out of it. In pi-eceding chai^tei-s wo have seen that the 
absence of any general coincidence between the interest of the 
monopolist and that of the community, as regards the extent and 
quality of the commodities supplied by the foniier, constitutes 
a strong argument for this kind of governmental intt?rference 
from the point of view (d‘ prinluction ; we have now to note 
that it is also to be recommended as tending to remove an 
important source of unmerited inequality in distrilmti<»n. On 
the other side we have, of course, to weigh carefully the 
general drawdjacks of governmental as C(an]Mired with private 
management; Jis these, in certain cases, might be so gj-eat 
Jis to render the loss to the community through detoionited 
prcKluction more imp<irtant than the gain in equity of dis- 
tribution. I conceive, how^ever, that no gemuid in-actical 
conclusion am be safely dmwn from a (*omparison of these 
opposing consi<lenitions, jis its results are likeiv t > vary very 
much both as regards different countritss and differtmt busi- 
nesses in the sjime country. 

But further, the critics of laisser faire also lay stress on the 
growing element of fluctuation and uncertainty ^n the ndations 
of demand and supply of commcMlities, in (!onse(|uence of the 
more extensive organistition of industry thi*ough intei*national 
exchange. In this w^ay, they maintjun, the eom])lexity of the 
causes affecting any worker s remuneration tends to incre ase in 
a far gi*eater ratio than his intellectual resoui-ces for forecjisting 
tlieir effects; so that the element of “dissert” in his gains and 
losses of income tends to become continually less inst(;ad of 
gi'esiter. The facts at present appem* to bear out this view; 
though we have hanily gi'ounds for jiredictirig the ctaitinued 
inci-ease of this fluctuation and uncertainty ; rathiT it would 
seem reasonable to regain! this iiicreasi* ;is probably itself 
fluctuating and uncertain. Hut sudden and considerable 
changes in the earnings of j)articidar classes of pr(Klucei*s, due 
to unfoi'eseen changes in the demand for (or sup[)ly of) their 
commodity, must bo jidmitted to be a probably frequent in- 
cident of the world-wide extension of tnule. From this point 
of view we must ^idinit that there is some foitre* in what has 
been urged by prt>tectionists as ivgards the tendency of pi-o- 
tection to keep the conditions of production more stable, and 
prevent the great fluctuations in local demands for lafrjur 
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which the changes of widely extended trade are liable to cause. 
On the other hand, it must be admitted that the same extension 
of trade tends to minimise such fluctuations in supply and 
price of commodities as are due to unfavourable seasons or other 
natuml causes: and if, in order to retain this advantage, 
protection were limited to articles which are either but little 
exposcid to such ciilainities, or are not neccs«u*ies of life or. 
industiy, the security agfiinst unmerited fluctuations in earnings 
would bo con’espondingly jmrtiaP: and, in any case, they 
would still be liable to cxjciir from internal developments of 
trade and industry. And if any govennnent wcro to attempt 
the extensive interference that would be required to make the 
security against unmerited fluctuations approximately cx)mplete, 
it would, I conceive, find an insuperable difficulty in discrimi- 
nating between losses really inevitable and those that could have 
been proven ted or lai*gely reduced by foresight, ]>n)mptitude, 
and versatility in adapting siction to changed circumstances; 
so that govenirnentjil interference, by checking this spontaneous 
adaptation of th(* industrial system to the conditions of its gi'owth, 
would be liable to im})air seriously its productive efficiency. 
Hence, though I think that a civilised community ought to be 
always })repared to give effective aid, through its govennucnt, 
in any ciise of acute and widespread distress caused to any 
section of its members by changes in industry or trade, I hold 
that such intervention ought to be limited to these extreme 
cases; and could nevei- be lulvantageously employed as a 
general ituncdy against the <livergences than equity in the 
competitive distribution of produce, that such changes are 
continually liabli! U) cause'. 

§ 5. It is more plausible to hold that such a remedy is |X)s- 
sible where the chang(;s are mainly in one direction, and result 
in an “ unearned increment ” continually obtained by the owners 
of a certain kind of property, through its increasing scaroity in , 
relation to the demand for it. The chief case of this is land in 
a country where population is continually growing thicker. We 
have seen, indeed, that the rise in the value of merely agri- 


3 It must also be borne in mind that any reHtriotioiis on trade have an 
indefinite but important tendency to hamper ito general development, and 
diminish its efficiency for rendering in time of need aervicee that may be required 
from it. 
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cultural land, which the increasing demand for aginciiltuml 
produce tends to bring alKUit, may be more than countei*jicted by 
any kind of sudden and extensive improvements in production, 
especially by the cheapening of transport and the opening of 
new’ channels of supply through trade from abroml. But th(5 
rise in the value of land near towns, or otheiwise situated con- 
veniently for the ])urpoHe either of building or direct enjoyment, 
is not on the whole affected by this cause. Hence, taking all 
the varied utilities of land into actMjunt, I should infer that the 
aggregate i*ental of almost all existing civilised countries will, 
at the close of any period sufficiently long to allow for transient 
oscillations, have received a considerj\ble “ unearned incre- 
“ment”; provided that the existing tendencies to increase of 
population continue to operate without material change. And, 
so far JUS this increment can be definitely foreseen jind measured, 
it would certainly be an important apja-oximation to ecpiality 
of opportunities if the landowners could be pi*0ventud from 
appropriating it by any legislation not otheiwise inequitable. 
It should, however, be observed that if the landowner has no 
claim to the i)ortion of increased rent that is not due to the 
labour or forethought of himself or his pmiecessors in owner- 
ship, no other individual member of the community can urge 
any more claim ; hence any jittempt to secim? any portion of 
this increment for the jiarticular jierson to whom he hayjpens 
to have let his land, by prescribing “ fair rents ” below the 
market-rate, cannot be justified on this score. The equitable 
claim must be taken to be that of the community\ 

1 do not doubt the abstract validity of this claim : but 
there appear to me to be the following grave obje<:tioijs 
against any attempt to enforce it, in the case of land that has 

1 It is sometimes said that Englishmen in the aggregate have uo special 
claims — as against the rest of the human race — to the uncarnnd increment in 
the value of English land. But, lirstly, th's position is not tenable ; since it is 
mainly the development of the Engli^ community and the manner in which 
that community has distributed itself over the country that it inhabits, which 
has raised the value of English land. And, secondly, whatever rights the rest 
of the human race may have to the laud now held by Englishmen tiro in no 
degree encroached upon by an agreement of Englishmen to hold their land in 
common, so long as Immigration into England remains as free as before. 
Indeed it must be obvious that the utility of English land would be more open 
to the enjoyment of the rest of the human race after ** nationalisation ” t^u 
befon, so long as immigration was not restricted. 
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once passed completely into private ownership; even apart 
from the inevitable uncertainty of any practical conclusion that 
assumes the continuance of the existing tendencies to increase of 
population. In the first })lace, we have every retison to suppose 
that at least a great part of the future unearned increment of rent 
is already discounted in the present market-price of land: and it 
would be manifestly unjust to mulct the particular persons who 
keep their wealth in the fonn of land, by taking fmm them a 
portion of the market- value of their property. It could only be 
uneamcjd jxdditions to the existing market- value of the land 
that could fairly be taken by the state, or rather whatever 
pirt of such additions could be shewn to be due to unforeseen 
incre^ise of renttiP : and there would be much difficulty in 
separating this portiion clearly from th(‘ earned increment. For 
in many wises the increjised utility and value of the land would 
be, found to be only partly unearned, as it would be due 
to favourable circnimstaiicej^ well turned to account; and in 
such easels 1 do not know how we could pronounce what pro- 
jjortion of the increment was to be set down to circumstances 
and what to the insight and enterjirise of the man who skilfully 
availed himself of th(un. And if a landowner were liable at 
any time to have to prove that the additional value of any pirt 
of his land was not “ unearned,” in order to prevent its being 
taken from him by an extm tax, the utilisation of land by 
j)rivate enterprise would receive a severe check. Further, if 
the state confiscated nneamcKl twerement, justice would require 
it to give cnmjHinsation for “ undeserved decrement ” : mid this, 
again, would involv<' an equal difficulty of valuation, and a 
dangerous withdrawal of the motive that a hindowner whose 
land is declining in value now has to exert himself to discover 
some new me.ans of turning it to account. 

The only practicable way, I think, of atttiinfrig the end in 
view would be for the state to assume the ultimate ownership of 
land generally, and reward the skill and enterprise of indi- 
viduals in whose hands its value increases — according to the 
method before prop)8ed in the case of railways, &c. — by allowing 
them to reap the whole advantage of such increase for a certain 
limited period. Justice would of course require that adequate 

1 As we have noticed in an earlier part of this work, a rise in the selling 
value of land might be merely due to a fall in the rate of interest. c 
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compensation should be given to existing owners; and it has 
been urged that the financial operation that would Ixi* required, 
in order to buy back nearly the whole land of a fully occupied 
country from its private owners, would be bciyond the resources 
even of England ; or at legist that the coTmiuinity would lose by 
the incre^ased rate of inten'st that would have to be paid more 
than it could jiossibly gain by unearned increment. But this 
difficulty may I conceive be av(»ided, jis Cliflfe Leslit^ suggestedV. 
by deferring the time at which the community woukl enter 
uiK>n the ownershiii of the land. Th(» questicm rather is 
whether the diminution in production to be ex]Mrt(^l from 

(1) the inertness and jobbery incident to public iminagem» nt, 

(2) the inevitable divergence of intcTosts of owncT and lessee 
respectively, and (8) the loss of the special sjitisfa^'tions, and any 
special stimulus U* labour and can*, which individuals now 
derive from th(‘ sense of ownership, is not likely to outweigh 
any gain in equity of distribution; even allowing for any 
}id vantages that may be fairly hcqied from govt‘nmiental ad- 
ministration, in s])ite of its drawbacks, — e.f/., from greater 
economy in the collection of rents, esjiecially of small farms, the 
mon^ uniform application of principles accepted by experts, and 
the power of borrowing on better terms. I should nof» hesitate 
to answer this question affirmativtjly in reference to most 
existing communities at the prestmt time: though it is quite 
possible that the management of governmental business may 
in the future be so much improved as to rend(*r it clearly 
expedient to “nationalise the land.” 

§ 6. In any wise the nationalisation of the land would 
involve so large a transfer of private capitixl to public ownership 
that its pr<.)posal must iiujvitably laise th(^ further question 
whether other portions of the capitiil of individuals slundd not 
be similarly rjitionalised : especially since — in n^cerit years at 
least — the loudest complaint agsiinst the existing individualistic 

^ Fortnightly Review, October, 1880. CliflFe Lonlie, indeed, held that the 
requirements of justice and expediency would bo satisiifMr’ if it were simply 
enacted that all land should become public property in the year 2001. And 
certainly the value of what the landowners would lose in this case would be 
comparatively triflinf; ; but I do not see why even Ibis loss should be thrown 
exclusively on the particular class of persons who happen to own land, unless it 
can be shewn to be on other grounds just that their share of the burden of 
taxation should be somewhat increased. 
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system of distribution has related to the undue share of the 
produce of industry supjx^sed to be obtained by “capital*' 
in its competition with “ labour.” This complaint, as usually 
formulated, fails to discriminate between the tw^o elements of 
the yield of capital which we distinguished in Book 11. under 
the teniis “ interest ** and “ wages of management.” According 
to the view adopted in the present treatise, the causes that 
determine the amount of these two elements of “profit” are 
so fundamentally different, that it is necessaiy to consider the 
present question with regard to each separately. 

Ah regaixis “wages of management/* we certainly found 
resison to believe that large capitalists engaged in business 
obtain on the average a larger projx)rtional remunemtion for 
their labour than any other chiss of workers. As we sjiw*, this 
is implied in the assumption, commonly made both by economists 
and by practical men, that at least an equal i)ercentage of profit 
is earned by such capitalists ; since the labour of management 
certainly does not increase in simple direct projK)rtion to the 
amount of capital managed. At the same time, the question how 
far these extra earnings are to be regarded as unfair is not one 
that jwlmits of a simple and decisive answer; since — where 
no combination or other monopoly comes in — they must be 
caused by the superior productiveness of businesses on a large 
scale carri(sd on by individual capitalists; and this greater pro- 
ductiveness, again, must be chiefly due to the keener concern 
and more* strenuous activity which men in general shew in 
the management of afiaii's of which they have the sole control 
and reap the sole pi-ofit. On the other hand, — since the amount 
of the employers* extra gains is due not to the scarcity of 
pt)8sible employers personally qualified and willing to jierform 
equally productive work, but to the scai-city of persons who 
being thus qualified and willing are able to obtain capital, — 
it can hanlly be expected that other members of the com- 
munity should acquiesce patiently in this large remuneration 
of the labour of capitalist employers, so far as it admits of being 
removed by associated action. 

Hence I should refrain from co ndemning as unfair the efforts 
of labourers to reduce the profits of employers by combinations 


1 Gf. ante, Book ii. o. ix. 
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to raise wages : though, as has been already said, the princii)le 
on which such combinations proceed is one which could not 
conceivably be employed as a general basis for an equitable 
distribution of produce. 

Hence, again, if any reduction in the extra earnings of 
capitalist employers C4in be effected by improvements in the 
management of associated capital, the resulting gain in aggi'e- 
gate produce tends to be accompanied by a gieater ai)proxima- 
tion to equality of opportunities — at least as among ownei*s of 
different amounts of cixpital. And from this point of vi(»w any 
successful and profitable extension of governmental nianagt^- 
ment of industry — which we may regard as a }.>eculiar spf'cies of 
associative management — would seem to be cKmbly desirable. 

But further : we saw that it is not only the hu-ge capitiilist 
whose services (as employer) tend to be at a scarcity price 
as cr)mpai*ed with those of smaller capitiilists : advantiiges 
similar in kind are possessed in various degrees by capitalists, or 
rather by the children of cjipittilists, of lower grades in the scale 
of wealth — including those who possess “ personal ciipital ” in 
the knowledge and skill acquiml by industrial or professional 
training. These advantages are realised, whenever the differ- 
ences in the average remuneration of different grades of labour 
are in excess of what would amount to onlinary interest on the 
additional outlay required for sustenance during an additional 
period of education, and for the greater cost of the eduejation 
itself. Here again we may sjiy that so far as the scarcities 
which cause these diffi»i*ences can be diminished or removed by 
governmental action that is socially profitable — as {e.g,) by a 
system of ftee or cheapened education of which the cost would 
be rc'paid to the community in the increased prcxiuctiv(‘ness of 
labour — the tendency of such action to ii^alise great(;r equity 
in distribution may be admitted as an jidditional argument in 
its favour. 

■* But even if such interference could be carried to the point at 
which there were no differences in the remuneration of different 
kinds of labour except such as repmst3nted onlinary interest on 
different outlays of capital, it might still be argued that the 
payment of interest at all on capital is itself a removable cause 
bf inequality of opportunities ; and that, therefore, its removal 
would bring about a more truly just distribution of jiroduce. 
s. P. E. '^3 
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The grounds on which this has been maintained by modt^m 
socialists are deserving of careful examination; as they have 
not, I think, been adequately apprehended by the individualist 
writers who have replied to them\ It may be observed, in the 
first place, that if the market-rate of interest is attacked at all, 
from the point of view of abstract justice, there is no reason for 
stopping short of total abolition; it would be quite arbitrary to 
select any particular rate of interest iis ideally more just than 
any other. On behalf of t<*tal abolition, the contention of 
the socialist is that “the full producer of labour ought to go 
“to the labourer.” T(» this the individualist sometimes thinks 
it sufficient to rejdy by urging the helpless state in which 
labour would be ])hxced if deprived of the instruments of 
all kinds which constitute the main ])art of the real uqiital of 
the community. But this answer is not really to the })oint : as 
the socialist can effectivi^ly rejoin that doubtless lalxair requires 
instruments, and the labour of making instruments should be 
remunerated as fully as any other kind of lalH>ur; but that 
interest is certainly not the remuneration for this labour: being 
in fact, jis economists of the Imnser faire school have been 
especially careful to exjilain, payment for what Senior and 
others have civlled the “abstinence” of the c^ipibilist; or, as I 
have preferi*ed to siiy, for the delay that he allows to intiTvene 
between the application of th<‘ labour and the consumption of 
its product. The real question, therefore, is not whether instni- 
ments ought to be ma<le but whether it is fiiir that this delay 
involved in making thcjm should have to be jiaid for. On the 
individualist side it is urged with truth that lalwur has gained 
on the whole by the delay to a far greater extent than is repre- 
sented by the interest jiaid. But the socialist can answer that 
the private ownership of what I have called “ producers’ ” wealth 
is not a necessary condition of this gain. Hfe can urge that if 
the community once for all took possession f)f the producers’ 
capital that is now in jirivate hands, all future accumulations of 
such capital might go on just as they would do on the existing 
system, assuming that the community would consent to devote 
as much labour as at present to the production of I'cmote utili- 

^ I ought to Hay, on the other hand, that the BocialiBt arguments that I havg 
seen have been wanting in clearneHS of distinction between interest and that 
extra profit of employing capitalists that we have just been discussing.'. 
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ties ; 80 that, even sup)K>Hing the present intertjst to be |)aid to 
the diHi)088e8sed owners of the ejipital almdy accumulated, the 
labourers might still divide among themselves the increment of 
producsc continually accruing from new Jiccumulatioiis of ctipital. 
In short, all the “ saving” required could bo done without being 
paid for, if it w(*re dom‘- by the community }>revious to the 
division of the produces. 

It must be admitted. I think, fii-st, that the social accumula- 
tion of instruments might concieivably be carried on by the 
(community, and without any payment of interest : and, secondly, 
that there is no j^rinci])!!* of abstrat^t equity which renders it 
momlly obligsitory to (yirry it on as at present, by first allowing 
individuals to divide up the whole produce of social industry, 
and then promising them future payimmts if they will allow a 
portion of their shares to tike the fonii of fresh instruments. 
And if the former inethtKl of providing for tin* progn'ss of 
industiy could be trusted to work, without any counterbalancring 
drawbjwiks, the perpetuation of the inequalities of distribution 
that we see to be inevitably bound up with the existing system 
would be difficult to reconcile ivith our comiuon sense of 
justice as I have been led to interpret it*. Nor do I think 
that the difficulties of transition from the one system tt> the 
other, or the iiievitjibk^ disjippoiiitment of oxpectjitions involved 
in it, would necessjunly be more inttmse — though of course 
they would be indefinitely greater in extiuit — than those which 
in the course of modem history have actually att^mded the 
abolition of slavery in our colonies, of serfdom in Russia, or of 
oppressive feudal privileges in other Euroj»ean Stjites. I do tu>t 
mean to imply that the tnuisition to socialism is to be cl«as.sed 
with the changes just mentionesd, iwen if it be regankid merely 
as a distant stii^e of social progress; but I wjnceive that in 
urging the reasons for not so classing it we hav(i to pass — as 
in the case of the remedies for inequality of opportunity that 

’ Even aHBnming, as is usnally done, that it would be* neceHHaiy for the 
complete realisation of the Hocialistic scheme to refuse to enforce private con- 
tracts for lending of money at interest, I cannot regard this as a fundamental 
objection on the ground of justice. If the interference with freedom involved 
in appropriati[on of land to individuals can — as I hold — only be justified by the 
*gain to production that it has caused, I do not see why this other interference 
should not equally be justified if without impairing production it tended to 
bring about an adequate improvement in distribution. 

33-2 
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we have before discussed — from the point of view of distribu- 
tion to that of production. I object to socialism not because 
it would divide the produce of industiy badly, but because it 
would have so much less to divide. But when this objection is 
urged, the controversy is necessarily shifted from the tribunal 
of abstract justice to one where utilitarian or, as I have called 
them, “ economic ” considerations are taken tts decisive. 



CHAPTER VII. 

EC’ONOMrc" DISTRIllFTTON. 

§ W In the preceding chapter have considered the cpiestion 
of govcmmcntjil interference with si view to a more equitiible 
distribution of prodiice. I now ])ass to consicl r how far such 
interference is desirable on economic grounds: that is, >is wsis 
explained in the fii*st chapter of this Book, in onler that a 
greiiter aggregate of utility or satisfaction may be obtjiined 
fi’oin the produce of the labour and c^ipital of .he community. 
It may appeiir that there is no material discnqwincy between 
the practical conclusions to which we are led by reiisoning fn)m 
either point of view : but the lines of n;jisoning themselves are 
widely diflerent. So far Jis we aim at realising justice or 
equity — according to the inteiq^rettition of these notions that 
has been chiefly discussed in the preceding chapter — the 
jiroportioninent of the individuars shart* of produce to his 
deserts is the priimiry end to be sought, and the removal of 
inequalities only as a means to this ; that is, only so far as 
these inequalities are due to other causes than the different 
worth of the exertions unequally remunenited. Whore«is from 
a purely economic point of view the relation ol’ deseiii and 
^equality is the reverse; a inort» equal distribution is — subject 
to certain important (jualificiitions that will bc^ presently stated 
— more economic : and though the principle of rewanling desc^rt 
remains, in my view, panxinount, it is rather tis a stimulus 
indispensable to the most economic production, which thus 
presents itself as a cx)ndition by which all efforts to make 
distribution more economic ought to be confined. The dis- 
tinction is perhaps rather formal than material ; but it is 
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necessary to make it clear, in order that the relation of the 
present to the preceding chapter may be understood. 

The priind facie ground, then, on which the interference 
of government with the distribution of produce that results 
from the individualistic orgiinisation of industry appears eco- 
nomically desirable, lies in the veiy great inequalities in income 
to which this organisation lemls. The common sense of man- 
kind, in considering these inequalities, implicitly adopts, as 
I conceive, two projK)sitions laid down by Benthain jis to the 
relation of wealth to hapj)iness: namely, (1) that an increjise of 
wealth is — speaking broadly and genemlly — pixKl active of an 
increase of happiness to its possessor; and (2) that the resulting 
increiirfe of happiness is not simply proportional to the increase 
of wealth, but stands in a decreasing nitio to it. 

The former of these propositions will be thought by many 
to need no supjwi-t ; considering the vast and varied aggregate 
of widely felt desires whi(!h wealth supplies the means of grati- 
fying. Still it is notorious that it hjis been roundly denied by 
a large number of thoughtful iwn*sons. Indeed, as was before ob- 
served', even the author of the Wealth of Natiom has expressed 
himself with remarkable decision in the opposite setise. I think, 
however, that the sentimental o])timisin which held that happi- 
ness is equally distributed between the jiahicii and the cottage — 
with a jneference, if at all, in favour of the cottage — has w^ellnigh 
vanished before a more c?fireful and im|)artial study of the facts of 
social existence. At the present day, even those who most warmly 
assail politiccil economy, on the gi-ound of the (exaggerated im- 
j)ortance which it attaches to wealth, do not usually go so tar 
as to maintain that increase of wealth is not iiniwrtant for the 
individual and for society so far as it can be obtained without 
any sacrifice of (jther sources of hajqnni^ss. It is, indeed, probable 
that there are many rich individuals who woulll be happier on 
the whole if they were jworer; and, again, that the immediate, 
effect of a sudden ami considemble increase in the wealth 
of certain sections of the ]M)oi-m- classes might be a dimi- 
nution of ha])piness, on account of th^^ increase of pernicious 
indulgences that it would bring with it. But, making all 
allowance for such pirtial or tninsitoj^' exceptions, it remains ^ 


^ lutroduction, o. ii. § 8. 
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true that the practiciil reasonings ot the great rntiss of mankind 
— whether for themselves or for others in whom they are indi- 
vidually interested— proceed on the assumptifni that it is an 
jidvaiitage to be richer; and, further, that the judgment of the 
most highly cultivated, scrupulously moral, and sincerely reli- 
gious persons — as expressed in their conduct — does not diverge 
materially from that of thc^ vulgar in the matter. The elite 
certiiinly disagree very much with the vulgar as to the real 
value of particular pimjhasiible commodities : but they do not 
pnictically doubt that additional control over })urchiiafible 
coinnKKlities genenilly is an impoi-tant gain to an individual 
who obtains it. A man who chose povei-ty for himself lixcept 
for some manifest s))ecial and unpurchasable advantage, or 
at the manifest vaiW of some special duty, woiihl be detuned 
eccentric: a man who chose it for his wife, and children would 
be genemlly thought to deserve a harshei- name 

On the other hand, few, 1 conctuve, would estimate the 
advantage of additional wtjalth so highly as evtm to dispute 
till* second of Ikmthani s two ]m)positions above stated, and to 
contend that on the average the amount of sa^i faction derived 
from wealth tends to incrojise in simple pi'ojiortion to the iii- 
crtuise of the wealth itself And from the two j)rop)sitions 
taken together the obrious conclusicai is that th** moni any 
society approximates to equality in the distribution of wealth 
among its members, the givater on the wholcj is th(‘ aggri'gate 
of satisfactions which the society in question derives from the 
wealth that it ]K)ssesses. 

Rtiflection, however, shews that this inference is only legiti- 
mate under certain conditions: nameh.that the total amoun* of 
prisluce to be divided, and the number of ]K*i-s(»n.s among whom 
it is to be divided, remain unaffected by the change in dis- 
tribution; and* further, that the change h;is no tendency to 
^diminish the happiness of the community so far as it is derived 
from other sources than increase of wealth. Thesi' conditions 
requii-e wireful examination ; since it will be found that under 
each of these heads inijiortaiit, if not decisive, considerations 
may be urged in lavoiu- of the existing inequalities of distri- 
bution. 

§ 2. In the fii-st place, it is conceivable that a gi’eater 
eijuaiity in the distribution of pnxluce would lead ultimately 
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to a reduction in the total amount to be distributed, in con- 
sequence of a general preference of leisure to the results of 
labour on the part of the classes whose shares of produce had 
increjised. It may be said that we should have no ground for 
supposing in this case a diminution in average happiness cor- 
res|)onding to the diminution in wealth ; since, by supposition, 
the increase of leisure would be chosen as likely to give more 
happiness than the increase of wealth. There are, however, 
two considerations of some weight which may lead us to doubt 
the soundness of this primd fame view. In the first jilace, 
there is a wide-spread opinion among observant ])ersons that 
human beings generally have a tendency to overvalue leisure 
as a s<mrce of happiness. All those who maintfiin that riches 
frequently fail to bring an increjis(5 of happiness to their posses- 
sors commonly lay great stress on this tendency; they argue 
that the rich miss ha])piness largely through an umlue pursuit 
of jiassive plejisures and amusements, to the neglect of those 
that may be derived from strenuous activity for a serious end. 
I am myself dis]x>sed to tiike this view : and T should regard 
it (is highly probable that a sudden and large increase^ of the 
incoTue of the jK)orer classes might ctiuse them to fall exten- 
sively into similar imprudence: while the removal of the 
stimulating examples which the lives of the rich now offer ot 
the varied satisfactions to be derived from abundant wealth 
would probably tend still further to promote general sloth. But 
again, even su])j)Osing that the diminution in their labour led 
immediately to a rcjil incretise of happiness through increased 
leisure, there would still remain the objection that it might 
diminish the. provision against sexiial cjilamities causing great 
and sudden loss of wealth, which is now supplied by the 
sui)erfluous consumption of the rich. Such calamities— whether 
due to natuml causes, or to war^ — may now be* met by a re- 
striction of the luxurious expenditure of the richer classes 
generally — through voluntaiy contributions and increased taxa- 
tion combined — by which the extreme distress that tliey would 
otherwise cause to the poorer chisses may be mitigated. But 
a community that htwl exchanged its superfluous wealth for 
greater leisure would have lost this resource ; and its additional 
])ower of increfising its labour would be an inadequate substitute, 
owing to the difficulty of making it promptly effective. * 
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But again, even supposing that the equalisation of shares 
did not diminish the avemge activity of the workers of the 
community, it might still diminish the efficiency of labour 
through its effect on the iiccuin illation <»f capiUl. At jirosent, 
thii greatest part of the siiving, by which the stock of instni- 
ments in the country is continually incn*ased and the benefits 
of invention i-ealisod, is made from the larger incomes of the 
rich : and consequently there is a ccmsideiiible danger that an 
equalisation of incomes would lead to a deen‘ase in tin* ]»i*o})or- 
tiun of the aggregate* income of the community thus converted 
into capital*. 

This argument, as just stated, assumes the continuance of 
the pi-esent individualistic t^rganisiition of industry: since under 
a socialistic system the accumulation of cajiital would* be con- 
trolled by the government and wmild be independent of the 
siivings of individuals. But governments ha'«‘ hitherto shewn 
themselves timid and unentequ-ising in availing themselves of 
the results of invention ; and thc‘re seems no ri*^uson to siipjK)sc 
that a siKu'alistic govemment would be specially bold in tiying 
expensi ve experiments. 

Again, as we have already seen, experience would le^id us to 
conclude that, even siip])osiTig the aggregate (»f aixuimulation 
not to be diminished by a more (*qiial ilistribution of produce, 
still a quantum of capital made iijiof a number of small jsirtions 
in different ownership is less likidy to be [productively adminis- 
tered than an equal quantum divided among n few w(*.althy 
owners. The small savings might no doubt be massed by lusso- 
ciation in amounts sufficiently large, for the organisjxtion of 
businesses on any scale that might be found most t‘Conomically 
expedient; but theory an<l exjierience combine to shew that 
the keenness of conceni, and the power of jiroinjit and un- 
fettered action, that private ownershij) gives would still be 
wanting to the necessarily salari*^! and controlled managers s'f 
these businesses. Unless these advantages can be compeiisfited, 


1 It may be observed too that the tentative and hazardous investments, 
which have hitherto btien necessary for the progress of industry through 
invention, are more appropriately made out of the savings of persous wlio suffer 
comparatively little from the partial or even total loss of their capital. I fear, 
however, that this possible advantage of the existing unequal distribution of 
wealth is but imperfectly realised at present. 
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to a greater extent than they have hitherto been, either by some 
future development of the system of co-opemtive production or 
otherwise, a more equal distribution of Ciipital must necessarily 
be attended with a dcci*ea8e in its productive efficiency. And 
this conclusion holds equally whether we suppose the existing 
individualistic organis>iti(»n of society to continue «is sit jiresent, 
or to be wholly or partially superseded by socialistic institu- 
tions; so far Jis we have no gmund for regarding governmental 
management of capital as likely to be sujierior on the whole to 
aver.ige joint-stock nuinagement in the points in which the latter 
is less efficient than managefnent by private owners. 

The objections above stated would apply wdth incrciised 
force, if the increases through equalisiition of the incomes of the 
poorer chisses should ciiiisc* the iKijiulatioii to increjise at a more 
rapid mte than at present : so that ultimately the increment of 
an average workt'r’s shari* w^ould be jiartly spent in supporting a 
larger number of children, and pirtly reduced thi’ough the de- 
crejise in the efficiency of the more cmwded laboiir\ It w^ould 
be rash, indeed, to predict confidently that this wt)uld be the 
effect of equalisjition : but it would be still more rash to ignore 
the risk t)f it. 

Finally, we have* tt> consider the imj>ortance of the social 
functions— over and above the economic function of onqiloying 
csipital — which the wealthier members of a community actually 
ftilfil, howeviu* imperfectly and with wdiatever waste of resourc.es, 
in their customary em])loyment of their leisure jind their lux- 
urious exjH*nditure. I <.io not now' refer mainly to th(‘ function 
of governing — including that of giving suggestions and admoni- 
tions to government — since I take it t.f) lx? a disputed question 
of politics whether these functions in the ])i-esent stage of social 
devidopment may TK»t Ixi better fulfilled by siilaried officials and 
professional journalists, &c. I refer rather to w’hat may bo com- 
prehensively though vaguely designated as the function of main- 
taining and developing knowledge and ciiltim^. I distinguish 
knowledge fi-om (uilturt*, though the latter notion would natimilly 

^ Even apart from the dangers of diminishing resources against unforeseen 
calamity and checking the accumulation of capital, it seems at least highly 
doubtful whether a mere increase in the number of human beings living as an 
average unskilled labourer lives in England can be regarded as involving a 
matei^ increase in the quantum of human liappiness. 
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include the former, because of the peculiar econoniie imijoi-tiince 
of the progress of science, as the source of inventions that 
increase the efficiency of labour. This progi-ess in pjist ages has 
been largely due to the unreniunerated intellectual activity, 
assisted by the Ubenil expenditure, of ricdi and leisured jairsons. 
At the same time, it is of course conceivable that the develop- 
ment of knowledge should be adequately carried on— as it is 
chiefly in Germany at the ])rescnt time — by pc^rsons sfilaried and 
provided with instruments at the public ex}»ense. And the con- 
nexion between scientific discoveries and t(‘chnical in v<*ntioris is 
now so firmly established in the po])ular mind, that jwobably 
even a government controlled entirely by ])ei’sons of small 
incomes would not refuse the funds requisite for the supjioi-t of 
the study of physical science in nnivei’sities, acjwleniies, &c. 
The ca.se is different with such knowledgi* as h;is no obvious 
pmctical utility, and is, l.heitjfore, only likely 1o be valued by 
persons susceptible to t,he gratifiwitions of disinterested curiosity. 
Such kn<3wledge must be ranked, as a souix'c of elevated and 
refined gratification, along with literature, art, mt<*lli*clual 
conversation, and the. contenqdation of nat’r il beauty. The 
cafMicities for deriving enjoyment from these sources constitute 
what we call culture ; they an^ generally r(*gaixled by ]m*i*soiis 
ptjssessed of them jis su]»plying a most impoitant element in the 
happiness of life ; whih^, at the same tiim*, far as wi* can judge 
from ])ast exj^erience, it is only in a society of comparitively 
rich and leisured j)ersons that these ca]iacities — and, still m<»re, 
the taculti(‘s of ])i*oducing excellent works in liteiature and art — 
ai-e likely to be dcv(doped and tmnsmitted in any high degree. 

There seems, therefo?*e, to be a serious (hinger tlc^t a 
thoroughgoing equalisjition of w^ealth among the members of a 
modem civilised community would hav«* a tendtaic.x to check 
the gi’owth oT cultuix* in the ciuumunitv. Tlu* amount of 
loss to human happiness that is to lx* a])prt;hended from this 
effect is difficult to estimate ; espcjcially since those who estimat(* 
it most highly would ]»rt>b€ably refuse to allow the question 
to be <lecided by a mere coiisidemtion of the actual amount 
of happiness that culture has hitherto given. They have a 
conviction, for which they could not give an empirical justifica- 
tion, that a diffusion of culture may be exj)ected in the future 
whi^h has no pirallel in the past : and that- any social changes 
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which cripple its developnient, however beneficent they may be 
in other respects, may involve a loss tor humanity in the ag- 
gregate which, if we look sufficiently far forward, seems quite 
immeasurable in extent. 

There are, in fact, several distinct practical questions sug- 
gested by the cmniiexion which histoiy shews between the de- 
velopment of culture and the existence of a rich and leisured 
class in a community of human beings. We may (1) balance 
the additional hapjHiiess gained to the lives of the few rich by 
culture against the ailditional happiness that might be enjoywl 
by the poor if wealth were more equally distributed ; or (2) wc 
may consider how far whatever happiness is derived from culture 
by the many pcK»r depends^ at any given time on the maintenance 
of a higher kind of culture among the few rich ; or (8) we may 
endeavoiii’ to forewist the prospective addition to happiness 
when culture shall have become more diffused, which would be 
endangered by any injury to its present development among 
the limited class who now have any considerable share in it. 
From each of those thrive distinct points of view arguments of 
a certain foTt*e may bo dmwn in favour of the present inequality 
in the distribution of wealth. 

Any estimate of the force of the considemtions above given 
must noceasarily be vague ; but it seems clear that they apply 
far inoiv strongly against any sudden sweeping equalisation 
than they do against a more slow and gradual movement to- 
waixls this result, — accompinied (as it natunilly would be) by 
an im])rovement in the average intellectual ♦condition of the 
classes who would benefit pecuniarily by thtj equal is«iti on. 

I have not yet mentioned one important point, namely, the 
loss of the s])ecially keen stimulus to socially useful exertion 
which the pmspect of obtiiining ample wealth by business tjilent, 
mechanical invention, or jirofessional *)r artistic skill, now gives 
U) an importiint minority of persons. Almost any methtxl of 
introducing gix^ater equality of incomes would involve some 
loss of this kinil : but the extent of such loss would depend 
grt'atly (»n the manner in which the equalisation was carried 
out, — which we will now proceed to consider. 

§ 8. The most extreme means which have been proposed 
for equalising distribution are the systems commonly designated 
by the terms “ Communism ” and ** Socialism ” ; which involve 
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either the almost entire abolition of pri\'ato propei-ty, or its 
restriction to consumers' wealth. These tenus, however, and 
especially the adjectives communistic and socialistic, tire also 
used more widely to describe the goneml principle of any models 
of governmental interference which have for theii* object the 
attainment of the Sfime result in a’ more partial way. .This 
practice appears to me convenient; but in order to prevent 
vagueness it will be well to give e«ich of the terms jxs precise 
a signification as possible, without devuiting materially fi*()m 
ordinary usage. 

Of the two terms, “ socialism ” is the more comiirehensive ; 
communism being genenilly regtinied fis an extrtujie form of 
socialism, in which the most thorough -going antagonism to 
the institution of private property is iiuinifested. It would, 
however, be hardly convenient to it‘strict the term communism 
to systems involving the complete abolition of this institution ; 
since no one, 1 sup|K>se, has ever seriously recommended that 
(«.^.) a man should not have private property in his clothes. 
I think, therefore, that the most useful way in wliich we Ciin 
employ the terms Communism and Commun*stic, without de- 
viating materially from ordinary usjige*, is to i^estrict them to 
those schemes or mejisures of govenimental interference for 
equalising distribution which discard or overiide the principle 
that a labourers remuneration should be proportioned to the 
value of his labour. 

The proiKisal to organise society on a communistic plan, 
so as to distribute the annual produce of the lal)«)ur and capital 
of the community either in equal shares, or in shares vaiying 
not according to the deserts but according to the needs t)f the 
recipient, is one of which the serious interest has now {lassed 
away; though a generation ago it hmJ not a Jew tidherents, 
and was 8up|V)rted with earnestness and ability by more than 
one competent writer. And, iK>twithstandiug what hjis been 
urged in the preceding section, the pro|X)8ition that a com- 
munistic distribution would produce moi*e happiness than the 
present system, if it could be realised without materially affecting 
production, or removing needful checks to population, is at any 
rate a very plausible one. But even if it were completely 

> Cf. Mill, Book II. 0. i, where the terms are used with a denotation sub- 
stailtially the same ae that proposed in the text. 
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tnie, I cannot doubt that the removal of the normal stimulus 
to labour (bodily and intellectual) and to care, which the 
present individualistic system supplies, would so much reduce 
the whole prcnluce to be divided, that any advantage derived 
fhim grtfiitor <»conoiny of distribution would be decidedly out- 
weighed — even HUj)j)osing that no material change took phu;e in 
})opulation. Pi’obably few of my readers will dispute this ; but 
I may suggest t»o any one who is inclined to doubt it, to compare 
the average energy and pei’sevemnce in labour displayed by 
even respectiible and conscientious rich ijemms, even when they 
select their own work, with tht‘ avenige energy and persever- 
ance of professional men. 

If this objection be allowed to bo decisive, there will be no 
necessity to raise the very uninviting ethical (juestions which 
would be inevitably presented by the practical problem of 
preventing too gn^at an incrttxse of population in a comnumisti(; 
society. 1 do not indeed reganl this problem as insoluble ; but 
I do not see how the difficulties in which it is involved arc to 
be overcome without such a revolution in the tniditional habits 
and sentiments regulating the relations of the sexes fis no 
thoughtful person could contemplate without alarm and dis- 
quiet. 

The definition of Communism, as above laid down, is toler- 
ably distinct; and it enables us to give a definite significance 
to the tidjective “ communistic,” in its wider application to 
denote the tendency of minor governmental interferences. That 
is, we shall classify jis communistic any law or institution by 
which a jiortion of the aggregate produce of a community 
is, by the agency of government, distributed to individuals 
acconling to considerations of need, without regard to their 
deserts or previous services. For instance, according to this 
definition, the English pcx)r-law is communistic id its effects — 
though not, perhaps, in its principled So again, public irnds, 
fiarks, libraries, churches, &c., so far as they are freely used 
by persons who are not taxed for their maintenance, must 
be called communistic; though, as we shall hereafter (§ 6) 
notice, the bad effects of communism are thought to be avoided 
or outweighed in these cases. 


^ Cf. ante, c. iii. § 1, and also § 5 of this chapter. 


Ct 
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§ 4. There is somewhat more difficiilty in defining, in hxv 
conlanee with usage, the wider terms Socialism and Sticialistic ; 
since any movement for substituting govern rnentixl for private 
juid competitive management in any dejiartnient of industry 
is liable to be ciilled socialistic; while, at the same time, it 
would seem parrwloxical to apply the tenn to such estiiblished 
institutions as the Post-Office, or the Mint. And even if 
we agree to restrict the tc^nn to those, kinds of governmental 
intcrventi(»n which not merely increase production but also 
equalise distribution, we still do not obtfiin any hnnul line 
(»f demarcation. For any considenible t‘xt.<uision oi' the sphere 
of government that is really successful from the point, of view 
of jinMluction, tends pio tanto to bring about tlie results 
aimed at by the jidvocates <»f more economic distribution ; 
so fiu’ as it tends to incre.;i.se the* stock of capit.:i] ownt^d 
by the community, and to ri‘duc(‘ the field of t‘m])loyiiK‘.iit 
for private capital. 

This tendencj" may jierhaps bo most (yisily (‘xhibitc'd by 
making an c'.xtmne sujqiosition. Suppose that, in civilised 
ccamtrios genenilly, govemmentjil adrninistnition of all kinds 
of business wcjre shewn to bc‘ economically sujierior, in a 
marked degree, to the presimt compc^titivi* management: it 
is obvious that thc^ State might gnMhially buy u]) the land and 
fixed cajiitiil of different industries, paying for them out of 
the increiised proceeds of its superior management; and the 
jmxjess, when once commenced, would go fonvm-d with con- 
tinually iiicrejisiiig rapidity. The field of investment thus l)e- 
coming gnulually more and more limited, th(* i*etum to private 
capital — suppasing saving to continue as at pnwent- would 
probably begin to fall. “ Spending * would then increjise at the 
expense of saving, and private cjipital would gi-julually diminish 
frfim being iSjiten up. It woukl be im}K)rtiint that the Stiite 
should purchase the land of the community, and other perma- 
nent instniments of production tending to rise in value — if 
there be any — sit an e^ly stage of this pnict^ss; not merely 
to gain the unearned increment, but because, as int-ei-est sinks 
towards zero, the selling value of land at a given rent temds to 
rise proportionally. The procAJSs might conceivably go on until 
the payment for the use of capital, as distinct from insurance 
agiiinst risk, became nearly evanescent: so that only such an 
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amount of private capital would be kept up as men would be 
willing to keep for security of future use and enjo}Tnent, 
without JUiy view • to profit. And finally when the instru- 
ments and materials of all industries had become the propertj^ 
of the government, the aggregate of private savings — leaving 
out (rf account the non-usurioiis lending and borrowing among 
private persons that might still go on — could only be in the fonn 
of “ consumers’ capital,” i.e,, houses, gardens, furniture, jewels, 
pictures, &c. Supjiose further that, at the Sfinie time, by a 
comprehensive system of fi-ee eduwition, elementary, technical, 
and professional, the present scarcity values of the higher 
gnules of labour had been reduced, so that all such skill as 
average j)er8on8 can acquire by tmining was remunerated by 
merely a fair return for the additiomil outlay on sustenance 
during the ]3eri(Hl of education. We should thus have arrived 
at something very like the ideal of economic distribution which 
German socialists have put forwairi, without any sudden shock 
to the expectations formed by the present system of private 
property. Society would voluntarily have converted its private 
capital into consumers’ wealth: and, through the agency of 
its government, would have pnKluced for itself the public capital 
used in its place. The income of all individual meinbei-s of 
the community would lx* entirely derived from labour of some 
kind, — or, in the current phrase of the socialists, labour would 
obtain its “ full ])roduct ” of consumable commodities (subtract- 
ing only what.ever sulditional public capital had to be provided 
for the increase of its future prinluce). 

I need hardly say that any such increiise in social production 
through govemmentil administration as we have above imagined 
is beyond the limits of any rational forecjist of the future 
development of society: it is, I suppose, even beyond the 
dreams of the most sanguine socialist. My aim in imagining it 
has chiefly been to shew how any effective oeeupation by govern- 
ment of a portiim of the present field of employment of private 
capital is a step toward the goal at which socialists aim ; i,e., it 
tends to bring with it whatever advantages attach to the reduc- 
ition of existing inequalities of distribution. And it is only such 
or'ild and gentle steps towards the realisation of the socialistic 
ml that I can regard as at all acceptable, in the present con- 
‘on of our knowledge of man and society. I have ms<de 



CHAP. VII ECONOMICS DISTRIBUTION ri29 

clear in the preceding chaptiir that I do not hold the proposal, 
that the community should prohibit interest and compulsorily 
purcbase with tenninable annuities the land and instruments 
of production now in private ownership, t.o be bi^yond the pah; 
of theoretical discussion as immonil : but 1 think that, con- 
sidering the perils of so vast a revolution, we ought to have 
much more conclusive evidence than has yet been offered of 
the advantiiges to be derived from it after the struggle is over, 
before it can be even worth while to discuss it seriously from a 
practical ]:>oint of view. At the Siime time, jis I have ali’eady 
explained, I see no reason to reganl unqualified laisser faire 
i\s tending to realise the most ecfmomical pifsluction any 
more than the b<;st possible distribution of wealth : and it 
seems to me quite jiossible that a considerable extension of the 
industrial functions of government might be on the whole 
iulvant^igeous, without any Utojiian degrt*.e of moral nr political 
improvement in human s<Kuety. But at any rate to be success- 
ful such extension must, I think, be gnwiual; and the first 
exiierimcnts in this direction ought to hn mjide in d<qjiu*t- 
ments in which the defects of private enterprise, and the 
jidvantages of unitiuy administration, have been shewn to be 
greatest, — e.g,, in dejiartments w^here there is a manifest ten- 
dency to the establishment of monopolies in the hands either of 
single individuals or of jissociations. And, moreover, it. ought 
to be an object in any such extension to maintfiin as far as 
possible in the governmental organisiition of industry an effective 
stimulus to individual exertion, and to allows sct^pe for invcuition 
juid imjirovement of methcxls. 

This leads me to a point which many winters have rt^ganled 
as the most fundamental objection to scxu’alism ; the difficulty, 
namely, of distributing the produce (»f joint labour so as to 
apportion remimeration to desert. In the preccwling chapter I 
have tried to shew that we can only hope to r(.?alise a remote 
approximation to this ideal of distributive justice, by getting 
rid of all removable differences in remuneration that art; due 
to causes other than the voluntaiy exertions of the labourers. 
An important part of this result might, I conceive, be brought 
about through the assumption by government of the main in- 
’ dustrial functions now performed by private capitalists, without 
any fundamental change in the principle of remuneration now 
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adojited in rospect of governniontal officials, if at the same 
time the moans of training for the higher kinds of work were 
effcetualJy brought within the reach of all classes, by a well 
organised system of free education, lib(jrally suppoiiied by ex- 
hibitions for the (jhildrtm of the [H»or. For «ia th(i instruments 
of j)roflu(rtion woul<l be mainly the property of the nation, all 
the inequalities of income that now result from the payment 
of interest to private capitalists as such, or of profit to employ- 
ing c^ipitalists, would, speaking broadl 3 ^ have ceased to exist; 
and though it would be imj)oasible, without intolerable con- 
straint on the freedom of action of individuals, to prevent th(‘ 
children of })ersons earning larger incomes or owning actaimu- 
lateci wealth from having a somewhat better start in life than 
the it^st, still this advantage might Ik^ reduced to a minimum 
by such an educjitional system jis I have suggested. But it 
is clear thfit, in a compl(»tely socialistic community, the re- 
munenitiori of superior qualities of labour could not be deter- 
mined by reforenc(‘ to the “ market ])rice of such labour, as 
theiv would be no market outside the service of government, 
by which its })rice could be fixed : the “ fair " wages of such 
superioj* labtjurers would have to dcptuid entirely on a goveni- 
mentfil c^stimate of the value of their work. I do not, however, 
see that the influence of CMunpetition need be excluded alto- 
gether; there might be competition between one locality and 
anotlu*!* for the best workers, — or even, to some extent, between 
diffiwnl. de]Mirtments of a central government: and through 
such competition a tolerable estimatt* of the ainouiit nexM3Ssai*y 
to stimulate* twiequately to the accpiisition of the re<piired 
<pialifications, and to compenstite for any special outlay or 
sacrifi(H‘s involved in such fictjuisition, might be gradually de- 
termined on the basis of experience. And for remunemtion 
of s])ecial services — e,g., iisefid inventions — ijjecial rewards, 
pecuniary or honorific, might be mlded. Still, such a system, 
at its best, could hardty be as stimulating as the present opert 
com})etition to persons with gi*cat gifts for business, or 
mechanical invention, or any special art or profession: our 
ex}>erience of governmental work affoids slender ground for 
the belief that it would gonenilly either give due play to the 
special talents of such persons, or — even if it did — would* 
allot to the gifted individuals any adequate compensation for 
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the additional utility which they would produce for the com- 
munity. 

The C|ue8tion reinams, whether the need of organining now 
checks to iK»pulation — which we have seen to be incident to 
communism — would also arise under such a socialistic system 
an I have just sketched. There is ni» jiositive necessity that any 
■[MU’ticular depirtment of a socialistic govominent should be 
b(»und to find work for any applicant: individuals might be left 
to find for thoms(‘lvos where their servic(*s were wanted, relief 
being provided for the unemployed undei* soim* such deterrent 
conditions as those of our existing poor-law. Still, in a commu- 
nity in which all, or the* most imjiortant, branch<*s of production 
were cjirried on by the govcTinmuit, the unemployed would 
natuiully throw on tlu* govennneni th(‘ whole res})onsibility 
for their situation ; and if their number lK‘cunu‘ at any time 
considerable, a strong demand would arise, v(*]y difficult to 
resist, that tht‘ State sfiouhl provifh* work and adecjuale wages 
for all appli(»ints. It does not, however, a])j»ear t«> me clear 
that this provision, in a community successfully organised on a 
socialistic basis, would necessarily giv(^ a dang^'ruis stimulus to 
population. If we suppose*- a community in which the* aggregate 
remuneration of labour is incre.*sisod by most of the share that 
now forms interevst on individuals’ c^ipital, vvhih* the* e*molumonts 
and dignities attjiched to the higher kinds of labour fii‘(* brought 
within the hejjKJS of all cliisse*s by a syste*,m of e*duc^ition which 
at the same time mak(*s gene»ral suedi a ele*gree‘ of foresight and 
intelligence jis is now possessed by the highe*r grade* jf ai-t isiuis, 
— it seems epiite possible that in such a community a minimum 
e>f Avages might be guanintee^d to all Avhe» were unable* to find 
employment fe)r thenisedvejs, witheait drawing an e?ve*r inciV-asing 
crowd of applicjints te) claim the guarante*ed minimum, and 
without a serimis deficit arising fnun the inefficit*nt work e>f 
such as did apply. 

' § 5. The question of the “ Right to Ijjdioui*”^ aftbixls a 

point on which we may conveniently turn from imagining what 
may be in the distant future, te) discuss the general ecemennic 
advantages and dmwbjicks of such measuivs fe)r the mitigjition 

^ This phrase is so curreut that it is convenient to use it : but it must be 
undeiTHtood in the light of Whately’s remark tliat “ when a man says he w'ants 
work, what he means is that he wants wages.” 


. 14-2 
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of inequalities of distribution as can be considered to be now 
within the pale of practical consideration: for the “right to 
“labour” can hardly be denied a place in this latter class, 
since Bismarck declart^d’ it to be one of the objects of his 
government to secure the German labourer work and adequate 
wages. I am not, however, aware that Bismarck or any in- 
fluential statesman has as yet proposed any scheme for attaining 
this end : and I do not know any mciins by which it could be 
attained in a community like our own, without a grave danger 
of dististroiis consequences. If the government in such a 
country as England guaranteed even a niinimum of necessaries 
to all who were able and willing to give a normal day s work 
for them — without the deterrent conditions under which such 
relief is actually otfered to able-bodied ]>aupers in an English 
workhouse — we c^in hanlly doubt that the laboiir thus purchased 
by the State could not, even by goixl (nganisiition, be made to 
pay the cost of its support. For a labourer employed under 
such a guamntec could not be dismissed foi* mere inertness 
or inefliciency, but only for such wilful and obstinate idleness 
jis would justify his being sent to prison : hence he would 
have much less motive than at present (jither for working 
energetically or for seeking and qualifying himself for the 
employment in which he would be most useful ; and his lal>our 
would tend to be proportionally less pi*oductive. At the wune 
time, the minimum of shelter and sustenance that humanity 
would allow to be given him would cost mort^ than the earnings 
of the worst-j)aid labourers at the present time; so that, on 
the whole, the measure wi>uld both materially diminish aggre- 
gate prcKluction and throw a serious burden on the public 
purse — both which effects would, in existing circumstance^^, 
tend continually to increase, as the security of employment 
would give an important stimulus to populatidn. ■ 

Nor can I agree with those who think that — in view of the 
distress which the worst-piiid labourers in our modem com-* 
munities endure — government might rejisonably prescril^e a 
miniinuTn of for all labourers able and willing to give a 

full day’s work, without incurring the dangers connected with a 

governmental provision of such a minimum. If, indeed, the 

^ In a BpcNxsh delivered on the (Hb of May, 18H4, * 
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proposed minimum were of such a kind that if the price 
were raised the demand would not be materially diminished nor 
a competing supply obtained from elsewhere, the desired result 
might be attained ; as the lacking quantum of wages could then 
be obtained by employci’s from the consumers. But I know no 
ground for assuming this to be gonerally the case : and so far 
it is not the case, the legal minimum of wages would tend to 
throw a number of the worst-paid labourera out of work*: hence 
to ])revent widesprejid distress it would be almost iiecessiuy to 
supplement the prescription of a minimum of wages by the 
governmental provision of employment and remuneration ; so 
that this mcth(xl of rjiising wages could haitU}' fail to land us 
in all the difficulties of the “ right to labour." 

The dangers of the meiisures just mentioned may be ])artly 
illiistnited by the actual exjierience that h.*is been gained of the 
dangei*s incident to a kind of governmentiil interference with 
distribution which all modem communities have thought neces- 
sary, in some form or other, for the protection of their members 
from absolute want of the necesstuies of life. I have already 
})ointed out that, according to the received view of communism, 
which I have tried to exjiress in a precise d(ifinition, the English 
poor-law must be allowed to be communistic in its ettects — 
though it does not follow that its adoption is in any way due to 
a communistic design or principle. In fact if we look mcirely 
to the motive which prompts the ct)minunity to grant all its 
membei-8 legally securwl relief, we should rather classify this 
measure with the intciferences to protect life and health, which 
I noticed in a previous chapter. But if we protect the health 
of a stiU’ving pei*son by giving him necessaries at the ex]jeiise 
of the community, our action ineviUibly involves to some extent 
the evils of communism whatever its intention may have been : 
thjit is, it tendb to decretuse the inducements to labour, fore- 
thought, and thrift in two ways, (1) by distributing to paupers 
a certain quantum of unearned commodities, and (2) by taking 
Ihim noii-piupei's a corresjKUiding ]M>rtion of what they have 

^ Probably au increase in the labourers’ efficiency from improved physical 
conditiouB would in some cases partly compensate for the increase in the price 
• of their services, so that the cost of these to the employer would not be increased 
in proportion to the rise in wages. But this effect could not he relied upon to 
preveift a reduction in the demand, for the labour raised in price. 



534 


POLITICAL ECONOMY 


BOOK 111 


earned or saved. The foniier of these bad eflfects may be in the 
main averted, so far as the inducement to labour for present 
needs is concerned, in the cjise of able-bodied paupers, by ex- 
fujting work from them in return for relief under somewhat 
distigreeable conditions ; for though it is probably impossible to 
keep this C!ompulsory labour up to an avemge degree of energy, 
there being no fear of dismissal for slackness, still any attrac- 
tiveness that might hence atfeich to the position of a piuper 
may be more than counterbalancwl by restrictions on freedom, 
jind by the prohibition of indulgences not necessary to health, 
but yet so cheap that even the poorest win ocwisionally enjoy 
them : and, in fiict, English experience seems to shew that the 
y^rovision imide for sucli able-bodied ]Miuy)ei-sas reside in a work- 
house does not offer any serious temptation even to the womt- 
paid labourei’s to relax their energies in s(‘eking employment 
elsewhere \ On the other hand, it seems imy)ossible to ])revent 
even “ in-door rcdief ” from wojikening the motives that prom))t 
the |K)ore8t clfiss of labourei'S to earn and siivti an mlequate [)ro- 
vision against sickness and old age, or for the suj)})ort of their 
families in C4ise of prematures death : and this is still more mani- 
festly the (iase with out-door relief. And it is the expense of 
sujiport.ing those who are wholly unable, or but very j>art.ially 
able, to work, which causes by far the gn^atei- part of the 
bunlen of fixation eiiLiiled by paujierism, though, for the 
reiusons alremly stjiti*d, the value even of the lalxnir of the able- 
b<Kli<*d falls seriously sht)rt of th(» cost of theii- sheltei- and 
sustenance. 

The biid economic effects of this taxation on the p(u*sonK 
Lixed depend naiinly on its c!om])ulsory chanicter: since a man 
does not fec‘l the rewanl of his labour to be lessened by the fact 
that lu‘ voluntarily bestows a iioi-tion of it in alms. It w'ould 
seem, too, that if the destitute jiersons coukt be adequately 
protected from starvation by any measure, that did not give, 
them a definite h5gal stjcurity of obtaining relief, the discounige- 
ment to thrift which such legally secured relief entjiils would be 
pirtly avoidetl. Further, if the legally secured relief be kept 

^ The vagrants, on the other hand, who spend single nights in the casual 
** wards'* of different workhouses, have a serions teiiii>tation to idleness in the < 
shelter and food thus provided without adequate enforcement of labour in 
return. 
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inseparable from the deterrent conditions necessary to prevent 
its worst consequences, it cannot be regarded as a sjitisfiictory 
provision for the case of deserving persons who have fallen into 
indigence either through irusvi table and irremediable disiistej-, or 
at any nite from causes involving no st^rious blame to th(5in. And 
in fact the most rigid supporters of tlu‘ English ]ioor-law have 
generally recognised th(‘ moral necessity r»f supplementing it by 
private* almsgiving. ( )n the otht‘r hand, ])rivate almsgiving, being 
larg(jly im])ulsive, unenlightene<I, and unorganised, is found to 
give serious (iiicouragement unthrift, and (‘ven to imp(»sture. 
These considerations suggest, hi-st, that government might 
with fulvantjige undei*take the ort/anisatiun oi' eleemosyiiaiy’ 
relief, in order to make its distribution as (‘eonomic^il. etiV'setive, 
and judicious fus possible ; and, st*condly, that tlu* provision of 
funds for such relief — so far, at least, as they an* used for thi* onli- 
nary sustenance of adults in distress’ — might lx* h*ft mainly 
to voluntary gifts and beipu‘sts, with a (-(‘itain anumnt of assist- 
ance from government, if t‘X]>erienee sh(*ws it to be necifssfiry, 
but without any legal right to reli(*f. Thesi* two princijdes are 
inaintiJiined in the treatment of ]»aupt‘rism adop ted in France; 
and the expei'ieiice of Ki'ancci seems to slu‘W that voluntary 
jirovision if carefully org*rinisc‘d may be relie<l on as nearly 
adequate for tin* ])urpose f»f ])ractically securing the pe)or from 
starvation ; and also that ndief so ])rovid(‘.d may be distri- 
buted to the applicants in their own homes without the bad 
consoquenexjs that out-door relief has under our com]>ulsory 
system : since tlu; absence of h*gal security coaij)ensat(*s for 
the absence of the det-errent conditions of the workhouse. 

But again: assuming that government ought to make a 
legally secured jirovision for any sick oi* infirm nxinber of the 
('community who may be destitute- of lU'cessaries, it does not 
thei-etbre folltAv that the ex))ense of this provision must onli- 
narily be undei*tiaken- by the community, si) far as julults are 
concerned; since it might be thrown, wholly or in ])ai*t, on the 
individuals themselves by laying a s|)i*c-ial tax on their earnings 

1 By this phraoc 1 mean chiefly to exclude the BURienuiice of (1) destitute 
children, (3) the insime— wJiowe support government ought t(» undertake as a 
mere measure of protection to other members of tlie community, (3) j)er8ons 
incapacitated by special diseases. I alRi> exclude medical aid generally, <if which 
I afterwards fli)eak. 

'-•That is, in default of near relatives on whom it may properly be thrown. 
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for the purpose of compulsory insurance. There is much to be 
said for this method^ of dealing with a part at least of the 
complex problem of pauj)erism, as compared with the method 
of the English jK)or-law : and though the political interference 
with natural liberty would be much more intense in the former 
method, the economic interference would be much less, so 
far as the me^isure succeeded; as each individual would be 
merely coerced into providing that he should not become a 
burden to others. I do not, however, see how anything like the 
required premiums could be exacted without gre^t hiirshness 
from lalnuirers who have now sc^ircely more than the bare 
necessaries of life ; and if in their tsase the whole or the greater 
ptirt of the funds were supplied by government, the danger of 
weakening thcj normal stimulus to exertion and thrift on the 
pirt of lalwmrers at or near this lowest level would, I fear, be 
decidedly greater than that \vhich attends the English system*. 
The c^tise of labourers thrown tempomrily out of employment 
would also cause ccjnsiderable difticulty*. 

^ ThiH method has been partially adopted by tlie German governnient in 
two important nio^isureH dealing resiieetively with insurance against sicknOHS 
(18H8) and insurance against accidents (1884). 

Mr W. L. Blackley has argued, in a series of pamphlets, that the required 
payments might be made by ifounff labourers between the time that they become 
able to earn the wages of adults and the age of 21. I think he has shewn that 
the majority of male laboiirers might in this way he made to supply, without 
painful sacrifices, at any rate a large part of the funds requii'ed to secure them 
against destitution in sickness and old age; nor can 1 see that there are 
serious difficulties in the way of making such saving coinpulsoiy on all persons 
in regular employmeut by laying on eirqdoyers the obligation to insun; their 
labourers. But it would be hardly possible to collect the required pa.yinents 
from tlie class of persons who pick up their liveliliood by various irregular 
kinds of work; while if such irregulars were exempted from compulsion the 
increase in their number that must be expected to result from the proposed 
measure would be a serious economic drawback. And furthq^* it does not seem 
that the nieasure could be applied to the worst- paid class of labourers — chiefly 
women — without reducing their wages below the amount required to keep thorn 
in health. Even in classes above the lowest in the scale of wages there 
would be many exceptional eases in which such a measure as Mr Blackley 
proposes would cause great hardship: as (c. 0 .) the casi: of young persons 
supporting widowed mothers, infant brothers and sisters, &o. 

* As Brentano has pointed out, the case of insurance against accidents in 
dangerous industries is specially favourable for compulsion ; because the work- 
ovjX Oil \s aW out, ol dangei. YLere too ftie emptoyetsNiovxVd 

pniporly i>ear a share of the cont, namely, what would be equivalent to their 
liability to eompensate the uninsured labourer for certain kinds of aocidenfr. 
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§ 6. Besides providing the necessaries of life to persons 
completely destitute, modem governments have intervened in 
viirious other ways, with the view of amelioniting the economic 
condition of the poorer classes at the exjiense, mon.^ or less, of 
the rest of the community. But such intervention has usually 
— and in my opinion rightly — aimed at improving proiluction 
as well as distribution, or otherwise benefiting the community 
iis a whole, and not one part only at the ex})ense of the* rest. 
Accordingly the chief examples of this kind of intervention 
have already called for our notice in a previous chapter (ch. TV.). 
Thus in some cases its object has bc'en to ]jrovide commodities 
specially conducive to the mon\l or intellectual improvement 
of the clsisses benefitexl, and which at tlu* sjiiue time hai*dly 
fomi an element of that “ stjuidard of comfort ” which sup])lies 
the chief ordinary motive to labour and thi-ift : in other easels 
it has aimed at making such a change in the -irtaimstjuic^es of 
the pei’sons iissisted as would tend to stnuigthen on the whole, 
rjither than weaken, habits of energc'tic industry, thrift, and 
self-help in the individuals assisted. Under the fii’st head 
would amie, for instance, the pecuniary aid, 1 jfoiv discuss<^d, 
which modern states have largely givtm to education — in- 
cluding the diflPusion of culture by means of libraries, museums, 
&c. ; under the second hea,d I should place* assistance to emi- 
gration, and also most interferences with the tenure of land, 
especially thost* of which the object has been to place thc! 
actual cultivatoi-s of the soil in a ])osition more favounible to 
effective industry. As an example of this latter chiss we may 
notice the important jissisUince given in recent times by the 
governments of Prussia and Hesse Darmstadt to facilitate 
the tnuisition of their peasantry fnmi feudal semi-servitude to 
the condition of independent proprietoi*s. This assistance ditl 
not involve affy direct pecuniary sjicrifice on the part of the 
community; but it was nevertheless a distinctly distributional 
intei*ference, since it gave the jjeasjints the advantage of the 
su})erior credit enjoyed by the community — and als<.) of the 
advantage in efl&cicncy and cheapness which the governmental 
collection of rents was found to possess, comj)ared with the col- 
lection by private individuah From these two miives a margin 

was obtained enabling the cultivator to rotund to the SUitCn 
within a not very’ long i^ri^xl, the capital with which liis /and- 
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lord’s rent-charge had been bought up, without any increase of 
his rent. 

The intervention just described was for a special and tempo- 
rary object. But experience has shewn that peasant cultivators 
are liable to become loaded with debt to money-lenders who, 
either thn)ugh the absence of effective competition — jwirtly'in 
consequenct' of a certain discredit that often attaches to their 
business — c^r perha])s sometimes through unavowed combina- 
tion, are enabled to exact veiy onerous interest. This condition 
of debt tends to piralyse the productive energies as well as to 
cause distress: accordingly, in these circuinstiinces goveimments 
may operate for the b(;nefit of production no less than of 
distribution, by enc?ouraging with special juivileges the forma- 
tion of commercial compmies for the purpose of lending money 
on e^isier terms. Indeed, as wtis befort* said, the busint.'ss of 
le.nding on the security of land seems to be of a kind that 
might even be undertiiken by government itself under ceitain 
conditions, without the kind of risk that is involved in oidinary 
banking business. So too, where the y)awnbn>ker is the normal 
rc*sorli in an emergency of poor labourer who have not Siived or 
have exhausted their sjivings, govoniments, by undertaking the 
business of lending money at a nuKlerate intia*est, may give 
sensible relief without (jffering any mat(‘rial encouragement to 
unthrift. 

Another imjKirtant Ciise of interi’erence jjriuiarily distribu- 
tioTial, but which alsi» sulinits of being defendc^d jis beneficial to 
the community, is that of measures for proUicting the heiilth of 
the piMjr, so fjir as the co.st of these is defbiyed by taxation fid ling 
on the rich. Thus the pi*ovision in certain cases of wholly or 
partially gratuitous medictil julvice and attendance both tends 
to benefit production by inen^asing the avenigcj physical vigour 
of tht‘ lalKJurers, and also affords those who* are t;ixcd to 
jiay for it a ccrtiiin ])rotection against infectious or epidemic 
dis€*ase8 : and the sfime may be said of other sanitiiiiy measures 
jirimarily affecting the ])oc)rer classes, of which the cost has 
been, wholly or jmrtly, borne by the community^ on economic 
gi-ounds. 

^ An important example uf sudi measiireH may be obsei’ved in the English 
Act of 1875 for destroying and replacing unhealthy blocks of houses in towns ; 
BinoG the total cost of this operation is neoeBBarily much beyond what be 
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How far the State ought, on economic gi*oiinds, Ui inter- 
vene in the matters above-mentioned, and others to which 
siinilm* principles may be applied, is a question which in- 
volves a ver}’ difficult and complex comjmrison of various 
kinds of social utility. And I do not think that it julmits 
of a precise general answer; jis the balance of advantage 
in any cjise must depend very largely on jKirticiilar circuui- 
stancAJS and v^uying social conditions. One iin])ort.ant con- 
sideration by which the answer must juirtly be tlcitermined 
is the extent to which provision has been nimle, or may be 
ex}»ectoxl to be. iiitule, for the ends in view, eitlujr thi-ougJi the 
s^Kmtjxneous jissociatnm of tlu‘ jiersons ])rimarily eonc i'nied, oi* 
the ])hilanthroj)ic efforts of other individuals, or both combined. 
Thus ex}»erience has shewn that in inqKH-tant cast‘s where m<u*e 
conqietition among pnidiicors fails to lower siifficient.Iy the 
price of certain comnuMlities to the poona* con'-umei-s, thi* lattei* 
may successfully reli(‘.ve themselves of the resulting disiidvan- 
tiages by s]K)ntaneous association — as in the east* of l.hi* (ai*tisuns’) 
“co-o])e7*at*ivt‘ ston*s” of England, aiul the ‘‘co-o])er«d.ive banks*’ of 
(jermanv: and where this remedy can be siu ’t'ssfully a]»plied 
it is doubtless preferabh*, both for its direct and its indirect 
effects, to govern nu‘ntal intervi*ntion. Again, the ]»n)motion t)f 
(‘diication and cultunj, and the* cun* of dise^ises. havi* been 
largely pn)vidi*d tor in nuKleni civilised communities by the 
voluntary contributions of individuals; pai-tly by the donations 
of the living, ]»artly by bequests. Over the gifts (or h){ins) of 
tht* living, the Stiite can exenrise but very slight control — extH*})t 
by offering t(| receive and fidminister them — without vexatious 
and dangerous inteifeitmce with liberty; but the same danger 
does not attend intei-fertaice with funds bequ(‘.athed ^‘or public 
objects: governments have always claimed the right of invali- 
dating testankjntary disjiositions that are held to lx* conl.niry 
to public iK)licy, and this ])rincipK‘ might reascmably be a] 
plied to prevent bequests of which the economic consequences 
are clearly seen to be distulvantageous. Further, Jis the jui- 
ininistr.ition of such funds is genenilly reiuove<l from the 
influence of the ordinary economic motives pronq^ting to the 

met by the rents of the new houKCH — due compenHation being allowed to the 
owners of such houseH m are not judged to deserve penal deBtmetion, and to 
traders whose buBinesa connexion in impaired by diHlodgement. 
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most useful employment of wealth, it is important that it 
should be carefiilly sujierviseii by the State, in order to carry 
out the real wishes of the testiitors ; and also that the schemes 
of the latter should be subject to thorough revision when a 
certain i>eri<Ki has elajised ; since human foresight is very 
limited, and the fitness of any detjiiled regulations — even if 
originally well contrived — for effecting any purjM)se of social 
utility, is pretty sure to decrease as time goes on. Interference 
of this latter kind, however, should bo controlled by a careful 
regard for the testabu's’ main aims and wishes, for fear of se- 
riously checking the disposition to m»ike such bequests: since 
it is an iniix>rtant gain to society that such expcmditure as is 
desirable for the ])urpose of amelioi-ating the condition of the 
poor shoiihl be defrayed by this means of su])ply so far Jis 
|K)ssible, mther than by taxation. 

§ 7. If, however, the expediency of governmental inter- 
fei*ence, having a markt?dly distributional character, depends 
greatly on the extent to which provision is voluntarily nuule 
for certain social needs, we are naturally led to ask on what 
principles such fiction on the part of private peisons should bt^ 
determined. 1 shall consider this question — so fai* its seems 
suitjiblc in such a treatise its the present — in tht* concluding 
chapter: but I nifiy here point out that it is important to 
distinguish clearly between what should be morally imposed in 
the name of strict justice and what should be moridly encouraged. 
as wise lieneficence. Any rich individual who restricts his 
consumption of luxuries, in oixler to distribute his superfluous 
wealth among jMKn*er membei*s of ihe community, tends pro 
taivto to bring about what I have called a more “ economic 
application of the mateiial means of happiness, if only he 
manages his distribution so fis to avoid impairing the normal 
motives to energy and thrift in the recij)ients of his l)eneficence. 
But it is much iiioi'e dcaibtful whether “distributive justice” — 
so far as this <li verges fi*om the result brought about by oj)en 
comjK^tition — can be effectively promoted by the voluntarj^ 
action of private i)ersonH. For any such action would, fi*om its 
inevitably })artiai and 8i)onidic character, — since only a few 
persons could be biuced up to the I’oquisite sacrifices, — tend 
to introduce a new kind of inequality. 

There is, however, one case — of growing importance in, the 
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present organisation of inciustry — in which there is pHnui facie 
more opjiortunity for a private appliciition of distributive justice. 
1 refer to the problem of dividing the pro<lucc of industry 
between op]K>sing combi nations of labourers and employers. 
Here, as wjis before explained^ economic science cannot deter- 
mine a normal division, on the basis nf its onlinary jissumption 
of self-interest Jis the governing motive in the exchange : it can 
only determine roughly the limits within which it is the interest 
of both sides to accept any t(‘,rins rath(T than finally bi’eak oft‘ 
negotiations. But if any ])rinciple of fair division cuiild be laid 
down, then — provided that tlu* division determimd by it fell 
anywhere between these limits — thi‘ «>rrlinaiy ecnnomii- motive 
would tend })owerfully to maintain it in geneml aj))»lication, 
owing to the strong inteixjst that both the oy)]K)sing combina- 
tions have in avoiding strife. 

At the same time, I <l«) not think t.hat this conflict of 
op])osing combinations can be decided by any gi^neml pi'inciple 
of sfKaal justice, determining how much (‘ith(jr party ought to 
receive of the value of their common ]>nKluct. No voluntiiry 
combination of labourei*s could be (»xpc‘cted to undia’take the 
tiVik of securing for eveiy laboum- who wants it a “fair day’s 
“ wages for a fair day s work ” : pr.wtically jwitua) struggles have 
always related to the wag(is of labourei’s in som(‘. special branch 
of jirodiiction : there is no means of juscerbiining what wages 
such a group of labourers would obtiiin if all removable, in- 
equality of o})j)ortunities wore absent: and we are not even 
warriinted in assuming that they would now be C4»nt.ent with 
this, if it could be jxscertained, — still h‘ss that il, would be the 
interejit of the efnployers to give this amount of wages rather 
than withdraw from the business. Hence in any ntional 
process for determining the “ fair” wages of a grou]» of ixmibined 
labourers therb must be an arbitmry point of de.pai'tun*. : sf)me 
particular ratio between their wages jind the value of the ne< 
produce of their industiy, under certain actual conditions, must 
be assumed to be “ fair,” and the definite question must be how 
to maintain “ faimess,” so understo<Kl, under changing conditions. 
This, I conceive; is the princi|)al theoreticiil jmiblem presented to 
Boards of Arbitration between labourers and employers : and an 
approximate — though necessarily rough and imperfect — solution 

• ' See pp. 354, 6. 
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of this problem would seem to be aimed at in the automatic 
sliding scales by which conflict has been partially prevented in 
certain industries in recent yeaiu 

So long as no material change takes place in the processes 
of the industry, or in the quality of the labour employed in it — 
including the employers’ own labour — the problem offers little 
theoreticjil difficulty: net jmHfuce can be estimated with 
sufficient accuracy by subtracting from the price of the coin- 
miKliticH pn Minced the cost of the raw material and other 
capital consumed in })roducin^ them, and wages c^in be made 
to vary so as to maintain the same proportion to net produce. 
If. however, the processes of the industry change so iis to alter 
matt'rially the ])rojM)rtion ,of labour to capital, or of one kind of 
labour to anoth(‘r kind, a sonic‘what different com])arison will 
b(' »*oquired. It will then be needful to ascertain the propor- 
tion bonie by wages, in the. division fissumed to be fair, to 
avenige (unployers’ earnings pc?- cent? of ctipitjil — t.c?., to net 
profit with intenvst and allowance for risk subtraicted — in order 
to kec]) the pro])ortion ai)proxiinately stable in any revision of 
wages*. Theoreticiiilly any ascertainable change in the avenige 
quality of business management ought to affect the proportion : 
but in i>nictice this ])oint could hardly be satisfactorily in- 
vestigiited. On the other hand, a change in the efficiency of 
manual lalM)ur is nioiv easily takcm into account, and *)ught to 
be so taken : the stable projiortion ought to be between em- 
ployei’s’ earnings an<l the remunemtion of labour of a given 
efficiency. But variations in th(? fleinand for labour .ought not, 
1 conceive, to be admitted as grounds for varying the ])ro- 
])ortional division agreed upon, though they must affect the 
limits within which this division will b(‘ sustained by onlinary 
economic motives: since the fundanumtal assumj)tion in the 
discussion between the opposing combinations ih not that the 
effects of fl ee (!ompe,tition are to be imitated as far {is jioasible in 
the settlement arrived at, but rather that they are to be resisted 
and modified. Agjiin, it is obvious thiit changes in the purchasing 
power of money {ire not to be t{iken into account, unless — as 

1 There are objec.tions, as 1 have before pointed out (Book II. o. ix. § 3), 
to the general asHumption that a uniform rate of cmplojere’ earnings per cent, 
of capital is normal : but I do not think that any other assumption would be 
practicable in the present case. i> 
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may happen — they affect the prices of commodities consumed 
by labourers and employers respectively in appimably different 
degrees. 

It is probably desirable that the variations in wages, from 
the amount originjilly fixed, should be reduce<l by throwing 
on employers the larger share of loss through any fiill in the 
price of the net produce of the industry. But if this is done it 
should be as a matter of (express agreement, with a view to 
the distinct end of avoiding fluctuations in wages: and the 
emjdoyers should of coui-se be copqMUis^ited by a correspondingly 
larger share of gjiin from a ris(i in price. 



CHAPTER VIII. 

rUJiLIC FINANCE. 

§ 1. I HAVE deferred to this chapter the discussion of 
the subject which, in the view of Adam Smith and many of his 
successors, is the main and almost the sole concern of the Art 
of Politiciil Economy : namely, the “ provision for the exj)ense^ of 
'‘the Sovereign or the Commonwi^lth or, as it seems con- 
venient to call it, Public Finance. I have adopted this course, 
because it seemed clear that the general discussion of the prin- 
ciples of governmental interference, for the improvement either 
of prixhictitm or of distribution, ought, if introduced at all, to 
precede the discussion of the principles of finance: since most 
known methods of y)roviding for the expenses of the common- 
wealth involve important effects both on y^nxluction and on 
distribution, and our judgment Jis to the ex{)ediency or legiti- 
macy of these effects cannot Isiil to be influenced % the con- 
clusions ivlo]»ted on the questions discussed in the y)receding 
chaj)ters of this Book. It is tnie that considerations of this 
kind ainnot always be dtKjisive : the hiird necessity of obttiining 
suy>y)lies for the exigencies of government may compel a financier 
to jidopt measures whose detrimental effects on industry are 
genenilly recognised ; but none the less it is desimble that he 
should take account of these effects, in order that, if he is 
unable to avoid them altogether, he may iriitig^ite or coinyien- 
sate them as far sis possible. 

Some writers, again, have token a somewhat narrower view 
of the subject of the present chapter : confining their attention 
to what they have designated the “ theory of taxation.” And 
no doubt, in any modem civilised community, taxation is* the 
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chief mode hy which the ordinary pecuniary wants of govern- 
ment are supplied. But in no community is it the sole mode ; 
and it appears to me that we are likely to get a clearer view of 
the principles on which a system of taxation ought to be con- 
structed, if we begin by considering other methods of attain- 
ing the financiers end. Indeed my doubt is mther whether 
the scope of this part of our discussion should not be enlarged 
still fiirther, so as to inchuie the economic principles of govern- 
mental expenditure iis well as the provision for defraying such 
expenditure. It is, however, difficult, in treating of the art of 
cconoiniciilly organising goveramenbil administration, to get 
beyond the general principle that we ought to aim at ])ro- 
ducing the grf;atcst possible rtwiill with thi‘ least possible cost, 
without entering into the dettiils of governmental business 
t<^ an extent which seems unsuitable to the character of this 
treatise. 1 do not, therefore, })i*opose to ti-eat of the art of ])ublic 
expenditiire, except so far as it is s^iecially conniH:ted with the 
art of providing for such exjjendituri*. 

There aiv two ways in which this connexion becomes im- 
portant. In the first place, we have to make th* gent*ml obser- 
vation that we cannfit properly taki‘ governmental expenditure 
fis something of which the amount is fixtsl prior to the con- 
sideration of the methods of supplying it and their effects. 
Practically, no doubt, the jjroblem of finan(^e is often j)rescnUMi 
to a statesman in this simplified form : but theoretically we 
must reganl both expenditure and supply as having at least a 
margin within which the rcjstriction or enlargement of either 
must partly depend on the effects of thi* coiTcisjJonding re- 
striction or enlargement of the other; within which, thcrelore, 
the gain secured to the public by an additional increment of 
expenditure has to be carefully weighetl against the sjicrificcs 
inevitably ontarled by the exaction of an jidditional increment 
of supply. This remains true even if the s})hcre of government 
be restricted to the “individualistic minimum” given at the 
outset of chapter ill. No doubt it is the worst ])os8iblc economy 
not to make sidequate provision tor the necessjiry and Jicknow- 
' lodged functions of government; but adequacy in such cases 
cannot be defined by a shari) line. Most Englishmen .are pfT- 
• suaded that they at present enjoy very tolerable protection of 
persoy and property against enemies within and without the 
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country; but it would be difficult to argue that our security 
would not be enhanced by more and better-paid judges and 
policemen, or more and better-equipjxid soldieiv and ssiilors. 
Proposals, in fact, are continually made for increased expendi- 
ture in one or other of these directions : imd it is obvious that 
in judging of such proposals a statesman must balance — roughly 
no doubt, but as well as he am — the advantages of incretised 
governmental efficiency against the difficulties and drawbacks 
of obtaining incroiised su])ply. And it is still more evident 
that any question as to the extension of what Mill distinguishes 
jis the “ optional ” functions of government must be decided by 
a similar balance of considemtions. 

But again, the theory of* expenditure has another special 
connexion with the theory of supply, so far as ji^irticular s(»un*Cis 
of supply are specially adapted to psirticular kinds of ex- 
penditure. 

§ 2. In order to shew the im}>ortance of this latter (joiinexion 
let us consider se})ar.itely each of the chief nuKles by which 
govenmient obtains the (jorniiuKlities it requires. These crim- 
mmlitios may be divided into (1) services, (2) material products 
ref|uiring to bo continually supplic^d, and (8) land, buildings, 
and other comjiaratively permanent investirumts of aipital ; jind 
both services and mat(jrial products may be obUiined either 
(a) without purchase, or (b) by puixdiase with money previously 
prmdtwl in some way. In many civilised countries an im- 
port<ant jwirt of the services i*equired by government is ohtaiiu*d 
otherwise than by fre.e exchange. In England, for instance, the 
work of legislation is unpiid : and so is a considtTable slnu-e of 
the judicial work, whether j»erformed voluntarily, as in the casci 
of magistrates, or compulsorily, as it is by jurymen. We JU’e not, 
however, concerned to do more than notice these liicts : since the 
desii-ability of imj)Osing or accepting these unromunerated ser- 
vices is, I conceive, a ])olitical question in tht* decision of which 
economic exmsiderations hav(* but a subordinate place. This* 
ctinnot be so decidedly sjiid in the wise, econonncally far more 
important, of Libour obLiincd cx>mpulsorily for the purjKjses of 
militsxry (including naval) service. The defenders of the com- 
pulsory system have no doubt urged other than ecx)nomic reasons 
in its favour : it has been siiid, for instance, that the defence of t 
one's country is a function which ought to be undertake^ from 
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patriotism or a sensei of duty, rather tYuin i’roin iiiei’cenary 
motives and «a taste, for the incidents of the painful business of 
mutual slaughter; and that it ought, therefore^ not to be mjule 
the work of a special j)rofession recruitiid in the onliruiry way by 
free contract, but rather iinjiosod upon all citizens, whom there 
is not some special reason for c'xeinjiting. It. has been urgtid 
further that this system diminishes the constitutional dangers 
insepirable from the. existence of a large; standing army ; siiuio 
ctmscriyits are less likely than j>n»fessional soldiers to be se- 
duced in L) fighting unjustifiably against the esiablishtHl ]H)lit.ical 
order. 

But, whatever weight may be attiu*h(‘<l t.o these or other 
non-econ(»mic arginrumts, it seems undimiabhs at any i-jitc*, 
that in certixin circu instances t.hert* may be overwhelming 
economic considerations in favour of coin])ulsory scTvice. Where, 
indet;d, the number of soldi(‘rs and saiIoi*s requinnl ft»r warlike 
puq)oses is not large; in ])ro]M)rtion to the population, and their 
services Ciin be obtained at about the rate at which labour of 
similar quality would be hired for peaceful industry, voluntary 
enlistment seems c.learly the most c‘(H>nomicaJ system; since 
it tends to sel<;ct the yiersons most likely to be i‘ffici(;nt soldiers 
and those to whom military functions arc h^ast distasteful : both 
which jul vantages are lost by thi* adoption of the; conqiulsory 
system. But a nation may unfortunately re(|uu-e an army so 
largo that its ranks could not Ik* keyit full by volunt.arv enlist- 
ment, except at a rate of remuneration much alK*v\ that which 
would be piid in other industries for labour that riKjuinss no more 
outlay in training and no scarcer qualifications: and in this ^^ase 
the burden of the fixation requisite toprox ide for such an army 
may easily be less endurable than the burden of conijiulsory 
service. 

However, j)resent even the ectmornical argument on this 
question completely we should ha ve, to ct)iisider the respective 
advantages of short and long service, the proper rolaticjn between 
the reguhw Jirmy and the reserve, and other details of inilitsiry 
(and niival) organiseition into which my limits do not allow me 
to enter*. 

^ It sboald be observed that even where the services of soldiers and sailors 
are obtained by a compulsory system, their pay and equipment are — wholly or 
mainlyr-provided at the expense of tlie nation. 


35—12 
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The material pixxiucts required by the State it is ordinarily 
exi>edient to obtain by purchase, leaving the production of them 
to private industry; for the reasons that loixd us to regard the 
present individualistic organisation of industry as in geneml 
economically superior to a socialistic organisation. But in cer- 
tain cases these arguments either do not a])ply or are Iwilanced 
by s{)ecial reasons in favour of Stjite manufacture : either where 
the iuiiicles i-equired by government are ol' a quite jjeculiar kind 
(such as the instniments of warfare, cannons, ironclads, &c.) so 
that the manufacture is in any case likely to be concentrated in 
a very few hands ; or where the quality of the article is very 
important and at the same time difficult to test if obtained by 
purchase ; or where ayst^.inatic and costly experiments in pro- 
duction are required. And, mort^over, where government is 
supj)lying its own needs, some |>art of the objection to its under- 
taking jmKluction is removed, since no interference with the 
freedom of action of individuals is involved. 

In the case of land, buildings, and other cnmpiratively 
permanent kinds of wejilth, what hjis practically to l)e con- 
sidered is often not how the Stfite is to be supplied with 
them, but rather how far it is desinible that it should retain 
j)ossesaion of them. Much of the land that now belongs to the 
public in the form of roads, commons, forests, harbours, &c. 
has never been private property: other portions of it, in 
modern European communities, have been the semi -private 
property of the royal families in feudal and semi-feudal times, 
and have since gradually Jicquired, more or less completely, 
the character of j)ublic property; other portions have been 
taken from individuals or societies in the way of confiscation. 
But however such pnjperty may have been obtained, theit* can 
hardly, Ixi any valid reason for keeping it now, unless it is 
required for the due peiformance of necesssiry governmental 
functions, or unless for special rciisons it is likely to be more 
useful socially under governmental management. ^ 

§ 3. The greater part, however, of the material provision for 
the needs of government hjis to be obtained annually or from 
time to time by purchase : and wc have now to consider the 
different sources of the funds for defraying such purchases 
and also paying the wages and salaries of the p\id servants of * 
government. « 
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The chief sources arc 

(1) Rent or Interest yiaid by individuals for the use of 
wealth that wholly or jjjirtially belongs to the community : 

(2) Loans ; 

(3) Payments ft>r comnuxlities* sup}»lied by govern- 
ment ; 

• (4) Taxes (incliuling tributes jjiiid by foreign^^rs). 

Such minor souives as Firu‘s and Voluntary Gifts are U.h> 
insign ificsint — so far, at loiist, as th(‘ main functions of gf)vem- 
rnent are concemc‘d — to re<|uire more than a pissing notice. 

Under the first of the four hc^iids above given will come, of 
course, all rents paid for laud oi* buildings that are com]»l(*tely 
public y)roperty. But besides these, wherever land has onh’ 
been allowed to pass into private owiiei-shi]) under th(‘ condition 
of a peri<xlical payment Ixung made to the go\'e77iment, — or of 
services being rendered which have afterwai-ds beim comma t(‘d fi)r 
a pecuniar}’ payment, — this payment should always be regaitled, 
from the point of vietv of (iistribntion , as a rent rt‘S(u*v(Ml by the 
coniTminity and n<>t as a. tax on the owner of th land ; siiu^e in 
taking it the Stixte does not take*, from the landowner w(‘alth 
that hiis ever belonged to him, or t<» which he luis any rightful 
claim. But though this is the true* disU’ihutiomd view of the 
yMiyment, it must be borne in mind that if it lu^ ja-ojiortioned |.o 
the total value or rent of the land, it is liable to have tin* pro- 
ductional liad (effects of a tax in the way of checking agricultural 
impnwement. On the other hand, a j)ayment of rhis kind that 
is guarfled from such effects is a most unobjectionable mode of 
mising funds for public expenditun*. 

Interest on any other wenlth besides land hjis hai-dh a place 
among the sources of income of iinMleiTi governments, though it 
figures import'Witly among the outg<)ings. If they lend, it is 
usually borrowed money ; but their borrowings have been Vfist. 

•In many cases such borrowing is economiwilly (yuitc* justifiable: 
but the limits of pnident indebtedness have been found jiracti- 
cally difficult to observe. 

We may say genenilly that the conditions under which it is 
prudent for a nation to borrow arc*., to a great extent, analogous to 
those under which.it is prudent for a ju-ivate jierson to do so : but 

I use this term to include services no less than material pruducts. 
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there fOre certain important differences. In the first place, a nsition 
can borrow without incurring any but a very trifling burden, to 
whatever extent its «)bligations can be kept })crmanently current, 
as a national medium of exchange. And, secondly; in the ciise of 
a nation, the matter is coinplicjited by the difference between 
what we may call the strictly financial and the social points of 
view : i.e,, between the estimates of gain and loss to the national 
exchequer, and the estiniates of gain and loss to the community 
considered Jis an aggregate of individuals. There are two chief 
cases in which j)rivate bon*owing is rt*.cognised as justifiable: 
first, where the loan is employed productively, so that the iiddi- 
tional profit obtained by the us(» of it supplies a fund fi-om 
which the interest may J)e ]>ai<l, and a certain portion of the 
principal annually repai<l; and, s(‘Condly, where it is employed to 
meet an exce]itional necessity for enlarg(^fl consumption, which 
could n(»t be defrayed without inconvtuilcmco or even suffering 
out of the income of a single year, so that it is good economy to 
sprc‘jwl it (»ver several years. Ejich ol‘ th(*st* cases luis its coun- 
terparli in ])ublic finance. Here, however, it is not always easy to 
decide whether a loan has Imhui employc*d productively for the 
nation at large*. For the* r(*turiis on ])i*(Hluctiv(j outlay by 
government may take two quite different fornis: they may 
either ap))ear as increased profits on some special business 
(yirried on ])y a govermiumtal de])aii.nu‘nt, in which tin*- loan 
hiis been employt^d as capital — as when (ejj.) telegraj)hs or 
railways an^ bought for tlu* State with boirowed money : %)r 
they may merely lx; realises! in the increased ])roducc* obtaint*d 
by the labour and ca])ital of the community govtrned — ixs 
when a Swiss canton borrows to make a rotid without tolls 
for the use of travellei’s, for which it is rejiaid by the increased 
earning^ of il.s innkee|K?rs, tradesmen, and agricultunil ])ro- 
ducers. This latter kind of outlay, howeviT, ovefi when socially 
profitable, cannot be reganled as prinluctive from a strictly ^ 
financial point of view, unK'ss the government secures a share 
of the increase of national ])nxluce, sufficient to pay something 
moi-e than the interest on the lojin. And it may obviously be 
sometimes very difficult to say how far any 'particular increase, 
either in national j)nxluce or in governmental receipts, is i-eally 
due to the sup[)osed piYxluctive outlay and not to other causers 
of national i)rosjK^rity. Bori’owing for this latter kind of ejtjien- 
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ditiire, therefore, though often highly iulvantageous, reejuirea to 
be very carefully watched. 

Still, on the whole, the geneml ])rinci]jle for determining 
productive outlay is clear, however di^cult its application may 
be in some instaiicea; the increased receipts iuicruing to the 
community in consecpience of the outlay — w^hcither they are 
obtained by the community in its coipoi-aUi (sipficity or jis an 
individuals — ought to be more than sufficient to 
repay the loan with intei*est by the clos(i of tlu* ]>eri(Kl requir(‘d 
to exhaust the productive efiecl.s of th(‘ outlay*. Tt should be 
iulded that when such bomaving involves lr>ss from a strictly 
fiiuuKiial point of view, we have to take* into ;u*count — as against 
any advantages that may be exfK'ctecl fi-t)m it to the community 
at large — all the disadvantages attaching to the part of tlu' 
system of taxation that might be dispensed with if the tlebt 
wen* not contrjicted. 

1 j)ass to consi<ler the second case of legit.imatt' bornaving; 
w^here th(* loan is required to meet an occasional neisl of extm 
exjienditure. not ]M)sitively ]»ro<luctivt‘. In this case tlu? rule 
to la* a<lopted appears prl'im'i facie very simjih'*, it is ])lain 
that the number of yoai*s, over which thi‘ sacrifice* imposed by 
the I'lnergency may pi-udently be evteinled, ought to be limited 
by the condition of paying off the* loan before* a similar emer- 
gency may be ex])ected te» eK’cur again. Pnic’tie-ally, no dembt, 
the* exact applic^atieni of this princi]ile in natie)nal finanex* is a 
matter e)f extreme elifficulty; since the chief erne rgencies which 
necessitate such loans are fbivigii wai-s (or menaces of wars) 
and there are* ne) known sociological laws by which w'e* e-ould 
tbree^Jist the magnitude and freepieiiey e)f a natieni’s future w^ai-s, 
in the present, stage* eif civilisatieui. Still, if we* simjily inter the 
probability of future wai’s from past experience, it must, be* 
admitted thaf the above-m(mti<»ne*el princii)le has bbeii flagi-antly 
tninsgi-essed by nmst e)f the leaeling natie)ns of modern Eure)pt 
But the alarm w'hich such transgression mighi, reasemably 
ai’ouse may be t.e» seimi* extent eliminisheeJ by the cem- 
sideration that we may equally infer from jKist expcu’ionce a 
probable reduction in the burden of any national dt'bt alretwly 

* III some oaseH fixed capitiil may t>G actually pcimaneut ; but in con- 
sideration of the frequent changes in industry it can never be prudent to 
reclfou it as such. 
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contracted ; both an abHoliite reduction from the decline of the 
rate of interest, and a relative reduction from the increase of 
the aggregate wealth of the borrowing nation. At the same 
time, there is so much uncertainty in all inferences of this kind 
that I can hardly consider a community to be justified in 
deliberately disregarding the rule of repxyrnent above laid 
down; except, jHjrhaps, when the fixation that would be re- 
quired in order to qoufonii to this rule would entail very serious 
economic or politicjil inconveniences*. 

We have already seen that fixan a social j)oint of view 
borrowing may be 2)ix)fitiible, by increasing the aggregate i)ro- 
duce of the community, even though it does not bring in an 
iidequate retunj to govei;nment, either in the form of profits 
on a special business in which the loan is em2)loyed, or more 
indirectly by an increase in the yield of certain taxes. In such 
a case, however, it is most jirobable that the increase in the 
total income of the community will not be equally distributed 
among the incomes of individual membei's ; hence, unless the 
interest and repayment of the loan c^in be pi*ovided by im2K>sing 
a nxte on the i)ersons who gain by its emj)loyinent, fairly 
proportioned to their respective gains, it hiis a tenderuiy to 
cause a new inequality in the distribution of wealth which 
(Sight to be considered in adjusting the geniiral bimlen of 
taxation. 

There? is another less obvious disturbance of jire-exislnig 
distribution which Ixin-owing, whothc^r for jirofitable outlay or to» 
wan! off calamities, tends to bring;, namely, by raising the rati? 
of interest, and thereby increasing the share of tlie aggregate 
])roduce that falls to cajutal. Where the outlay is of the 
jirofitable kind it is not necessary that this inci-etxst* should 

1 I liave not Mpaoo to diHcusm adequately different modes of aiational boiTow- 
ing : but I may briefly note tbe wastefulness of borrowing in such a way that 
the amount received is less than the debt incurred; since this method renders 
the bomiwing nation unable to take advantage of any Kubse(]ueut fall in the 
rate of interest, except at a serious loss. It may be said that it gives a cor- 
responding security to the lenders, so «that what the nation loses in one wa}’ 
will be compensated by its obtaining the loan on otlierwise more favourable 
terms: but the security to the lenders ifi all indeflnite and (if 1 may be allowed 
the phrase) insecure one, and therefore likely to be undervalued. If a security 
of this kind is to be given at all, it is more economical for the nation to 
guarantee its creditors against repayment for a certain period,— or for a pejiod 
varying within definite limits, the variations being determined by lot.^ 
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be accoinjiaiiied by a diminution in the reward of labour ; ii8 it 
is poHsible that it may be entirely Hupyilied from the increjiae in 
the aggregate jircKliicc. But in the cjise of loans for wars or 
similar purposes, the gain to capitalists fr*>m the rise of interest 
inevitably involves a ex)rTesy)onding loss to labour, supj)osing 
that the capit^il is supydied by the meinb(M*s of the borrowing 
community, and that it would in any ctise have becui saved and 
invested in some branch of homc‘ industry. These su])positions, 
however, can rarely altogether corrcisyiond L) the Diets : an<l so 
lar the cayutal borrowed is obtained from abroa-d, or would 
otherwise have been sent abroaxl for investment, it is (piite 
yMjssible that the. immediate etti^ct of the bori*t»wing may be 
j)ecuniarily iulvantageous both L) cay^italists and labounu's; 
both interest and wages within the eommunity being tempo- 
mrily increased by the loan. Thus the first yea-i-s <»f a war 
supported by borrowing may be gi*ru‘rally as yisiiis of 
prosperity. Thi* day of reckoning must of course come ibr this 
expenditure ; and th(* tu.*eount must, ultimatc'ly be paid in j)art 
from the share of labour, — unless tin* interest, on the war-loan 
is supplied by taxes falling entiri*ly on (tapitjilisis. 

§ 4. In considering thi‘ (liftert'iit occasions foi* goveni- 
mental borrowing, w'c* have incidentally noticed that, while the 
major jiart of the onlinary income of governmiuits is derived from 
tiixes, a certain portion is actually in most civilistKl countries 
obtained from yiayments for the products of govcTnmental 
industry, ymrehased freely by the individuals who ne(*d tluau, 
just SIS the commtKlities jirovide^l by private industry ari‘ ]iur- 
chased. It will be convenient to distinguish the.se payments 
as “ ojiniings ” of government. Such ■ t*.arnings ’ may be classeo 
under two he^is, for the* ])ur]K)ses of the jirestuit discussion. In 
some crises they are obtaincMl by selling pnKlucts or services at 
their market- value, determiiK‘d bv the competition of private 
, industries, as (e.g,) when; a goveinment possesses domain-lands 
and sells the agricultural prcKlucts ubtiiined by cullivating them, 
or similarly soils Avood out of its furests, &c.‘ In other cases 
governments have esLiblished thems(dves a monopoly in 

^ We may also include under thie head the case of industries undertake!) by 
» government for the sole purpose of supplying government itself with certain 
prodnfttfi : where, therefore, there are no “earnings” in the ordinary sense of 
the tSrm. 
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certain branches of industry, either to secure the full economic 
gain obtainable by organising the industry uricJer a single 
management, or for the better j>revention of fraud, or some- 
times with a view to taxation. In Great Britiiin the only 
business thus monopdised, besides coinage, is that of conveying 
letters and telegrams : in other countnes various other in- 
dustries are similarly conducted, «ia (e.f/.) certain kinds of 
mining, the manufacture ami s*ile of tobacco, opium, even 
lottery-tickets. 

The financ.ral jiroblem is ol)\ ioiisly very differi'iit in cases of 
the fii*st and second class respectively. When the price of the 
commodity sujiplied by the goveniment is d(*termined by o])en 
coin])etition with jn-ivate industries, the only (piestion is whether 
the goveniment ought to cany on the business at all ; whethca- 
it woidd not be moni economically manag(Hl if handled over to 
])rivate capitalists. In (»r<linary circumstiinces, this fpu?stion 
may be diK*ided by a mere calculation of the financial pn)fit of 
the governmental business: but, as we have seen, there art* Ciises 
when* it may be desinible that g«)vtTnment should Ciirry on a 
cei*tain branch of imlustry under unreinunerative conditions, for 
the siike of some gtuieral utility which the comjietitive system 
cannot be trust.tMl to jirovitie.. 

When*, on the other hand, the industry is pn^tected by 
a monopoly, theTe is more tlifticulty in diitermining what shall 
be t he amount .and of the commodities su])plied. A pri- 

vate monojK)list imiy lu; .-issuined to aim at the gi'e.atest nt^t 
gain to himself: and a governmental mono]M>lv ought clearly to 
be imonaged on the sjinie ]>rinciple, so far as it is considered 
strictly from a financial jioint of vi<*w, tus a means of obtaining 
money for govc;mmental purposes. And though this ought never 
to be the sole consideration for .a government — since it has to 
regard thi*. interests of those of its subjects who Inf^' the monoj>o- 
lised comimxlity, and any othei-s who are irulirectly affecte<l by 
its us(^ — still there are (xises in which the financial view may 
reasonably 1 k^ allowed to prevail; as, for instance, where-the 
commodity monopidised is a dangerous luxury. Even in othej* 
ciises it may be on the whole exjMBdient to keep the price of the 
monopolised commodity above the point that it would othenvisc 
reach, for the siike of the profit to the treasuiy. But when this 
is done, it is clear that the puix*hasei*s of the commodit})* are 



C’HAP. VIII 


PUBLIC FINAN(?E 


555 


substantially taxcMl for the benefit of their fellow citizens: in 
fiict the establishment of a monopoly is a recognised inofle of 
raising a tax on an article of cxmsuniption'. On the other hand, 
if the price be reduced below a certain point, a H))ecial bounty is 
conferred on the purchasei's at the ciX[)erisi‘ of thc» n‘st of the 
community. It is riiot, however, quite clear at what })oint 
government ought to fix the price, if it would avi>id buitlening 
one pirt of the community for the benefit of the other. 

(1) It is thought by some that the desired impartiality will 
be realised, if government sells tin* comuHHlity at the lowest 
price which allows interest on the ca])ital (‘iii[)h»yed at the nitc^ 
at which goveniment could borrow it, after paying all the cur- 
rent expenses of production, including the remuneration of all 
the officials employed and allowanci? for di‘preciatiori of (‘a])ital. 
For — it is Siiid — if th(j national exclu^quer gains by the business, 
t he extra price that ])rovides the gain is suljsuiiitially a tax on 
those who purcluiso the commodity for thi* bi‘iu‘fit of t he rest of 
the community: while, if it loses, tin ‘ community is taxed for 
th(j benefit of these partJciilar purchasei*s. Then* ought , therefore, 
to be neither gain nor loss. 

Hut (2) it. a])peiirs to me more strictly true that govcu’iiment 
avoids intiTfering with distribution, if it sells th(‘ coinimHlity at 
the price at which it would be sohl if ])rovided by jirivaU* in- 
dustry. This ])rice, howi^vtr, may ])ossibly be higher than that 
at which govtTnmeiit c<ml<l su])]»ly it without gain or loss: sincjo 
the articli* mav be one which either uould be less (‘ciinomically 
supplied under the coiuJitions of free comjM'tition, on one or 
other of tlu‘ gi’ounds explained in ehajjler ll. of this Book, or 
would be pnictically monopolised. In this ease 1 should urgci 
that the* advantagt* which the community gains through the 
business being undertaken by govemnauit is one t«» which the 
particular puivliasei*s t)f the article havi^ im claim ; and that, 
therefore, if the price of thi* article is reduced, in the. interest oi 
producti()n, the reduction ought Lj be i(*ganled as a s]»e(n’al 
benefit, to them, for which allowance woukl have to be nuuk.* 
in a jKirfectly fair adjustment of the whole systt*m of taxation. 

^ This mode* of taxation has obvious drawbacks, except where the production 
of the article is sj^ecially adapted for governmental manapeincnt : hut it has 
important advantages in some cases, especially in dimiiiisliing the cost and 
trodHile of preventing evasions of the tax. 
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I admit, however, that the criterion which I regard as the true 
one cannot easily be made exact; since in ordinary circum- 
stances we can only conjecture roughly the j)rice at which any 
commodity would Ixi supplied by private industry. 

But further: I have hitherto spoken, for simplicityi as if 
there were only one product in be considei*ed : but in imjwi-tant 
(^aH(;s the pnu'tical problem is to fix a scale of prices for a number 
of different commodities, supplied under different economic con- 
ditions as regards both c<wt and demand. Thus {e,g.) a railway 
provides conveyance suitable for different chusses of persons, 
and for diffenmt kinds of things varying in the proportion of 
weight to bulk, and in the degree of wire required for safe con- 
veyance : and it c^mveys. jH^rsons and things thn)ugh a great 
variety of dist^inces. On what princi])le, then, are the ])rices of 
thcjse different commodities to be detennined in this and similar 
cjises ? This (piestion is often answered by sjiying that price 
should b(s ])roportioned to cost: but the simplicity of this answer 
ignort^s the normal influence of demand on pric^e, the varying 
intensity of the*. resj)ective demands for th(» different coniiniKlities, 
and the great differen(?o bt‘tween (a) the total ex})ense of sup- 
plying the aggivgatc' of commodities and (&) the sum of the 
additional <.*xj)enses eTitaile<l by e^ich element «>f the aggregate, 
when cmisidered s(q)arately Jis an oj)tional addition to the rest, 
l^his last consi<Ieration is conspicuously exemj)lified in the wise 
of a niilway : since the gifater part of the annual exjHjnse of a 
railway — including interest on the initial outlay — docjs not vary 
materially with the amount of tmffic; and even th(^ avemge 
additional cost of eac,h service of convcjyance does not bear a 
fixed lutio to the amount of utility furnished, but generally 
a nitio that deci-ejist^s as the whole amount of utility furnished 
increases. Now it is the interest of the community as a whole 
that the total amount of utility jiroduced by the niilway should 
be increased, so long (1) iis each extra service more than pays 
its own extra cost and (2) the total cost is met by the aggregate 
of jKiyments received ; provided that this totiil cost is distributed 
among the different payments received in such a manner as to 
keep the aggregate demand for the commodities furnished as 
great as })ossible. If the demands for all species of such com- 
niodities were equally extensible, it would be economically 
advantageous — as well as obviously fair from the point of V'lew 
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of individual ])urchaHer8 — that each payment Hhould bear a 
share of the total exi^enses corresponding to the extra cost of 
the commodity paid for. But as in fact thosti demands are liable 
to be very unequal in extensibility, it may lie necessary for the 
most economic management of the business that the unvaiy'ing 
element of the tot»al expenses should be distributed unequally 
among the different payments: the greater share being l)orn<? 
by those si)ecies of coinnuMlities for wluch the demand is less 
reducible by a i-isti in ])rice and the smaller slum* by those f<»r 
which the demand is more reducible. Accordingly 1 hold that 
in the governmental manageiiu‘nt of such branch(*s of ])roduction 
inequalities in the charges for different, commodities, based on 
differences of demand and not of cost, are (piite legitimatt* ; 
though they certainly involve inequalities in t.la* treatment 
of different st*ts of consumers, which ought, to be somehow 
compensated in an ideally i‘xact adjustment d* the pecuniary 
burdens imjioaed by government. But it should he observ(‘cl 
that similar inequalities an* in <»ther ways inse])arable from 
the most economic management of gov’enimental nioiiojK»lies : 
e,g,y the simplicity of our ])enny ])ost is doubt Ir \s economical on 
the whole, but it certainly makes the internal corrc‘S]M)nden(H* of 
London jjay for the cornjspondenct* between remote jurts of 
the kingdom. 

On similar grounds, the general principle of “dift\*rc*Titial rates’* 
must, I conceive, be admitted jis legitimat.e, in the regulaticm by 
government of railwa 3 rs under joint-stock managi'inamt ; so far 
as it cun be shewn that a closer corresj)ondence of ])rice. with 
cost would really render the railway less useful on the wholc\ 
The aim of government should Iw* to pn'vijut th(‘ sup[>ly of 
commodities that it regulates from being sc^inty and dear, but 
not necessjirily to prevent the commodities from Ixiing unequally 
priced. • 

I do not mean to say that a ].j-ivate cx)mpany should be leff 
altogether unchecked in the amingement of such differential 
rates, on the ground that its private interests in this matt(*r will 
always coincide with the intenssts of the public. Such a universal 
coincidence cannot be affirmed : indeed . a possible divergence 
between the two becomes manifest when we consider that one 
main cause, in the case of a railway, of the difference's of demand 
abqve-mentioned is the partml competition of other railways and 
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steamships — n competition which is often effective for certain 
long distances while leaving a multitude of shorter distances 
unaffected. It might be for the private interest of a railway 
com}:)any to make temporary reductions of price, which could 
not be permanently maintained without economic loss, in order 
to win in such a competitive struggle : but it rarely be the 
interest of the community that government should do this or 
allow it to be done. 

Srmietimes, indeed, it may be on special grounds the real 
intt.*rest of the community, considered Jis an aggregate of indi- 
viduals, that a comiiKKlity furnished by goveniment should be 
HU})])lied at a price financially unremiinenitive : even, it may 
be, at a price that will not yield onlinary interest on the cajutal 
emjdoyed. Indeed if this e^ipital were not borrowed, and if we 
hjul not to consider tlie ni‘.ed of raising suj)i>lies for other branches 
of govenimenlal (‘xjxmdituro, there would seem to be no resison 
why the condition of ])aying inl.erest should be regarded at all, 
any more than it woidd be regarded in a community socialistically 
organised; it would be economic^illy advantageous to extend the 
supply of the commodity by cheapening its price so long fis it 
more than rejjjiid the total cost of the labour spent in furnishing 
it — including the labour recpiired for ket‘ping in rejmir and 
duly imjiroving the instruments used in the business. But 
since actually any porti<in (»f national inc^mu* sacrificed in this 
wa}^ — by a reduction of price below what would have to be. paid 
apart froni governmental interference — must bi* uawle uj) by 
taxation, it wdll only be desirable to make such a reduction 
where it is imj)ortjint for the community gimerally that the 
coinmiKlity in question should b(j widely used, — as in the 

case* of educjition. 

§ 5. The discussion in the j)rcccdmg section hiis illustrated 
a s}>ecial difficulty in drawing the line between* “ earnings of 
“ gov(*mment ” and “ tsixes.” We have now to observe that the 
general distinction between these two tcjrms is not quite so clear 
as it appe^irs at first sight. No one, I suppose, would apply the 
term “bixes” to ])ayments for goods or services furnished by 
government which the piyer is kjft perfectly free to take or to 
leave, — exc-ept so far as the price of the service is materially 
raised by the governmental monopoly, — even where, if the coui- 
modities iire purchased at all, they must be purchased from Jbhe 
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goveminent, iis in the case of jiaymcnts for postal services. Bnt, 
if BO, it seems doubtftil whether a j)aymeiit of this kind aajuires 
the chai-acter of a tax merely beoiiise it is lufule compulsory ; 
as, for instance, where, landowners are com])elled to tiike a shai*o 
in the cost of works of drainage or irrigation Ciirried on by 
goveminent. On the other hand. s(»me c^conomists hold that 
all tJixes — i,e., all comjmlsory contributions of individuals to thtar 
government — ought to be roguvdvd as payTiients for services n*- 
ceived ; and that the bunion of taxation ought to bo distributed 
on the principle which is onlinarily ju:(*(‘pted in th(i wise of such 
jKiyments, namely, that ovciy individual should pay in proportion 
to the cost or utility* of the services rendered to him. And 1 
quite ajclmit that this is l.he most consistent, way i»f tn‘at.ing the 
])n)blem of taxation from an indivi<lualisti(* jK)int of view, sa far 
Jis th(i servici‘s rendered by government, iwlmit of bi'ing thus 
individualised. But I find it t.o a great extent :m])ossiblc to 
apply this ])rinciplo in the cast* of the most im])orl.ant — and 
sictually most c<^stly — functions of govt‘rnmt‘nt. Takt* (fi.f/.) t.hi* 
c^ise of dtjferice against foreign foes: modern wai*s are undcT- 
taken not mainly for protection of the life and piopt*rty of indivi- 
duals, but for the maintenance of national existonct*, exUmsion of 
empire, &c. ; and it is surely iirqitissible t.t» a])]»ortion tin* julvan- 
tages thus pui*chased among the individual mtmibei's of the 
community. Similarly, how are we to decide* who profits 'l»y the 
sumptuous expenditure t)f tlu* monarch and the royal family in a 
moiiarchicfil countiy ^ It would lx* going tcu) far to affirm that 
all inembi*i-s of the nation are equally ctmeerned in maintiiiniug 
either its inteniational ])osition, or its monarcliical constitutirm ; 
still I cannot but regal’d iis hopeless the a.tti*mpt to ap]»on.ion 
the cost of either among diffident classes on the pnnciyde of 
jMiyinent in projjortion to .services rendtjred. I liold, t.herefoix*, 
that at any raiie for the tixxation requiri‘d to defniy the expenses 
of the (x)urt, and of the army and navy and diidomatic service, 
and the interest on national ilebts incurreef for warlike pur|)os(*s, 
some other principle of distribution must lx* sought. 

The wise is different with the expense of the jwlmiiiistration 
of justice and the jioliws. But th<mgh both judges and policaimm 

1 I say “co8t or utility’’ because the divergence between the two, and the 
difficulty of deciding to what extent and in what manner both are to be taken 
into, account, are often overlooked. 
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are continually engaged in rendering special services to certain 
individuals, there is much force in the contention of Bentham 
and Mill*, “that those who are under the necessity of going to 
“law are those who benefit least, not most, by the law and its 
“administration.*’ It may he exjMMiient, indeed, in onier to 
check litigation, that the cost of jufministering justice should fall 
largely on individuals ; as is actually the c»ise so far as the ser- 
vices of solicitors and Iwin-isters are j>aid by the litigants. But 
it is at any mte desirable that as little as jK>ssible of this 
expense should fall on innocent individuals — innocent, that is, 
not only of violation of rights but even of undue litigiousness. It 
seems clear, therefore, that the support of the judicature and the 
|)olice cannot, at loiist m the main, be defrayed by fees fr«>m the 
persons whom judges anil policemen are more obviously occupied 
in pnjtoctiiig. At the same time, I do not think that the prin- 
ciple (»f ap)xjrtioning the taxpayer’s contribution to the services 
which he receives is so completely inapplicixble heix^, as it is in 
the case of taxes for national defence : indeed we must, 1 think, 
have recouim* to it to a certain extent when we come to deal 
with the question of detenuining the area of incidences of 
taxation. 

The ordinary answer to the question, as to the persons “who 
“ought to ])ay taxes to a government” is Adam Smith’s,— “ the 
“subjects of the stiite” governed: but when the same question 
is raifiKjd in reference to a local tax, the ortliiiary answer is “the 
“ iiersons residing or possessing projierty in the district '! ; and a 
comijarisijn of the two answem shews the need of qualifying the 
first. It seems clearly just that aliens residing or possessing 
proj)erty in any countiy' should pxy something towards the 
expenstis of its govoniment ; and if so, unless aliens are to be 
fined tis such, it is clearly just that they should |)ay projK)r- 
tionally less to their own government ; and the on^y satisfactory 
way of determining the ratio in which their contribution ought 
to be divided lietween the two governments is by reganiing it as 
a price paid for services received. An Englishman residing in 
France is much less concemed than a Frenchman with French 
expenditure on annaments ; but he hjis as much inten'st as a 
Frenchman has in the expenditure for maintaining internal 


^ Mill, Political Economy^ Book vi. c. vi. § S. 



CHAP, vni 


PUBLIC FINANCE 


561 


oi-der and promoting well-being in France: and ho is also 
benefited by this latter outlay if without residing in France 
he merely holds property there. It seems, therefore, most 
proper that at least a rough divisu»n should be made of the 
taxes oitlinarily paid by an English capitalist into three parts ; 
one part to be paid by him U) the English government wherever 
he may reside or hold property ; another to the government of 
the country in which he i-esides; while the thin! should be 
proportioned to the property that he enjoys under the protec- 
tion of his own or any other state. 

The same principle, again, may be a}>i)lie(l — tind Jictually 
has been applied to a considemble (ixtent — in detornuriing the 
ilivision between general iind local taxation within any country. 
Where expenditure defrayed hy taxes beiK*fits the inhabitiints 
in a certain locality almost exclusively, and othei* persons only 
so far sis they resort to the place — theriiby usually btiuefiting its 
tmde — it is manifestly just that the taxes should be cornisjjon- 
dingly localised; as, for instance, in the ctise of expenditure on 
streets, «and bridges so far Jis they are not maintained by tolls. 
Where, on the other hand, a mor(‘ consideii. jle share of the 
utilities produced tends to be diffused through the community, 
though residents in a certain locality benefit more than others, 
a division of the cost between local and geneml taxation is on 
similar primriples equitable: thus (e.g.) it is reasonable that the 
pecuniary aid given by government to elementary education 
sljould Ih* furnished pirtly from national, psirtly from local, ro- 
sodrees, as far as it is given on strictly individualistic principles 
— that is, with the view of benefiting persons other than the 
eWhiren educated. A similar division of cost would sc‘eiii to 
be also equitsible in the case <»f ]Mn>r-relit‘f ; V)ut here considera- 
tions of justice appear to bo overborne in England by the 
s|)ccial need and difficulty of maintaining a very strict 4‘conomy 
in poor-law administration. 

* To sum up: 1 do not think that any shaiqi line can be 
drawn between taxes, ordinarily so (Milled, and any compulsory 
payments for services received fi'om government; and 1 ac(3ept 
generally the principle of fixing the amount of thc^ individual s 
contribution to government so as to corrcsjiond as closely^ jis 

► -economic management allows to the cost of the stTvices rendered 
by government to him, so far as such services can projicrly be 

8. P. Hi 
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regarded as rendered to individuals. At the same time, I think 
that this principle ctin rarely be applied, except in a rough and 
partial way, to any payments that are ordinarily called taxes : 
and that even where it is most applicable, it must often be over- 
borne by other considerations, — sometimes by the economic 
advantage of more uniform rates of payment, sometimes by the 
desiiability of reducing the burden laid on the poorer class of 
contributors. Nor does it seem that there is necessarily any 
sacrifice of justice, even from an individualistic point of view, in 
throwing a part of the ciost of sei*vices which men are compelled 
to purchase on ]jersons other than the incipient; since fnmi this 
point of view the only iidmissible reason for compelling any in- 
dividual to pun;hasc such st^rvices is that the intertwists of othei's 
will be damaged if he is allowed to dispense with them, and 
hencti it seems not unfair that these others should b(‘ar a part of 
their cast. And, finally, there is a large ])art of governmental 
exptjnditure — much the largest jiart in our Eurojiean nations, 
lojided with war debts, and armed to the teeth — the utility of 
which wiiinot be thus distribuU‘d among individuals. Let us 
proceed then to consider the meth(xl by which government 
ought to raise the contributions requiml for smih public ex- 
penditure Jis cannot reasonably or conveniiuitly be provided 
for by charging individuals in propoiliion to services rendered; 
so far as there is no public income adijquate to such needs 
derivi^d from land or other wealth owned by the community 
or from th(» profits of governmental business. It will be con- 
venient to call this the method of “taxation” in th(^ strictest 
sense. 

§ 6. I ought, however, to premise that in the discussion 
which follows 1 do not propose to deal with the problem of 
constnicting a system of taxation, jis it presents itself practically 
to a statesman. It docjs m>t seem to me that this problem can 
be siitisfactorily treiited in a work on general economic theory ; 
especially bettiuse, as I shall shew, the considerations that ought* 
to influence a statesman in ch(X)sing, rejecting, or adjusting 
particular taxes are very vjirious and complicated ; and though 
we may usefully explain and classify them in a general theo- 
retical discussion, we cannot pretend to estimate precisely their 
relative importance without careful ascertainment of the par- < 
ticular social and industrial conditions of the community ^o be 
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taxed. Indec<] there are. very iinpoi-tant political reasons 

for preferring some taxes to others, and for se^eking ti> 

realise certain ends in tjixation generally, which lie beyond the 
scope of a strictly econoiriic discussion. Thus tht* secMjnd of 
Adam Smith's famous canons — that “the tax which each 

“individual is bound to pay” ought U* be “clear and 

“phiin to the contributor” in respect of tJme, manner, and 
(juantity — is a constitutional rjither than jin eexmomic principle: 
its primjiry object being, as Adam Smith explains, to protect 
Oldinary citizens against illegitimate exactions and extorticms on 
the part of officials. So agjiin, in a community whtTo i*epn»sen- 
tative institutions are fully develojied, thert^ is an im}Ma tant con- 
stitutional ground for maintaining equal diffusion of the bunlen 
of taxation ; namely, in older that the citizens genemlly may be 
equally interested in checking superfluous govornmenLil exjKiii- 
diture. which special chisses of pt*i*sons an^ cor.liniially prompted 
by strong selfish motives to exttuid. Indeed the fon;e of this 
consideration has led some thinkei*s to hold seriously that thi^ 
bunlen of fixation ought to b(^ as much jis possible felt by 
those who bear it, in order that they may h ve tht* strongest 
possible motives for iiiinimisiiig it: and perha])s in a very 
onlerly and law-abiding and lightly-taxed community this 
might be desinible : but in most actual societi(‘s the dangers 
arising from “ ignonint iiiqKitience ” of fixation ar(‘ so much 
graver than any which “ ignorant pitience ” could causts, that it 
sj^ould rather be a maxim of statesmanship to avoiil if [lossibh* 
aify sj)ecies of tax that is particularly disliked by the jiersons on 
whom it falls, oven if the dislike seems gn»undloss and fanciful*. 
Further, it hardly seems within my province to deal with the 
very imp<»rtant politic^il (pu^stion, how far a stiiU'sm.-n in con- 
structing a scheme of taxation ought to take a cosmo})olitan 
point of view* and not tiy to throw the burdcui of a tax 
on foreigners, excej)t so tar >ih it l^> fair compensation for service 
* rendered to them, nor, in estimating injurious effects on pro 
duction, consider detriment t,o foreign industries as indifferent 
— or even advantfigeous, if they rival industries of his own 
cxiuntry. In a previous chapter (ch. v.), however, we have had 

> It should be noted that there are also strictly economic grounds for this 
maxim, so far as dislike of a tax causes it to be evaded, legitimately or other- 
wise.® 


36—2 



564 


POLITICAL ECONOMY 


BOOR 111 


occasion to examine the manner in which a “ tribiitts” may, in 
certain circumstances, Im 5 obtained from foreigners by means 
of imjMjrt duties; and I shall rtder to the subject again in a 
Hul)He<|uent section: but for the most jmrt I shall assuiue, for 
simplicity, that the burden of a tax is liome by the nation 
whoHii govemme.nt imposes it. 

In considi^ring morc^ particularly the mode of imjKisition of 
this burfhai, it will l>e desirable to keep in view our fundamental 
(listinction liotween eftects on Pnxbiction, or on the aggregate 
wealth of th«‘ community, and cifiects on Distribution, or the 
inc-idtjnee* of the bunlen of taxation ; though, as we shall see, it 
is imjMjssibh* to st^jiamte - the consideration of the one kind of 
t^tf(*cts from that of the other. Under the former head, the 
financier is chiefly concerned with effects which he would desin* 
t<» avoid as far as jxi^ible*; namely, the difiereiit extra costs of 
differ(‘nt taxes — the bunion they imposts on the taxpayers, over 
and abovt* the net g>iin that they bring in to th(‘ trtjasuiy’. 
In estimating thesis we have to distinguish between the strictly 
financial cost — the ex|K*nse of colh^ction — find what may be 
Cfilled the t^xtni-financifil cost, i,e,y chiefly the loss entailed on 
the cuinsumers by changi*s in jjriHiucts or mixies of pnKluction 
caus(*d by Uixes. Th(* discussion of the fonner kind of cost, 
and of l.he best methtKls of minimising it, ludoiigs to the 
technic^il sidt'. of financial administration, and I shall not enter 
U|Mai it further than to notice one or two considerations, so 
fundfimentfilly imfM)rtfint in constnicting a system ofi taxatic^i 
that they can hanlly be omitted : what I sluill chiefly considfer, 
under the heiwl of “ efti'cts on production,” are the changes in 
the extm-govenimentfil organisjition of industry which the 
financifil inU^rference of govemment (‘iitails. 

It is, however, with the ])roblem of distribution thfit we are 
]>rimarily concerned, when trefiting of taxatioir in the most 
gi^neml way. Eftects on pmbiction are projierly regarded in 
relation to jifirticular ta.\es taken by themselves; since a tax 
thfit, from the point of view of production, is bfid when con- 
templated by itself, remains no less bfid when contemplated as 
]mri> of ji complex system of tixation ; it may be eligible jus the 

^ Not, however, altogether; e.ff., we may take into acoount the indirect gain 
that reHalte from the reatriotiou of the consumption of harmful luxuries, t 
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least bad among possible altenmtives, but its badness cannot be 
neutralised by combining it with other taxes. But the wisi* is 
otherwise with effects on distribution ; for when a tax is 
defective on account of the unequal distribution of ita bunion, 
the defect can be at least roughly coinpen8iitt*<l by the inqiosi- 
tion of some other t»ix with an f>p)M»site kind of inequality — 
and, as we shall scfo, such rough comjKmsjition is all that the 
financier can practicrally aim at. Hencc‘, in considering tiixation 
in the aggregate, t.he question i>f distribution is the primaiy 
one: and, convt*m^ly, in considering the right distribution oi' 
the bunion of taxation, \vt* are concerni^l jirimarily with 
taxation in th(* aggregate, and only s«‘condarily with pirticiilai 
ttixes. 

§ 7. On what princi]il(‘s tluui an* wi* to distribiiU* the 
bunleii of t.iixation in the narnaver se nse, that is. t.he bunitMi 
that remains to be itllotteul. when the principle^ of ])aym(Uit 
in ]m>}M)rtioii to services receive*! has Imhui ap])]i<Mi iis far as 
is rejisoiiable f The fii*st point to S!‘tt,le is whether w(» shi>uld 
make* fixation a means of redn*s.sing the* ineMpialities ot' in- 
cejine* that would e‘xist a]>art from go\e*rnme*ntal int4»rfe*n‘nce.*. 
Then* is a >ve‘ighty e*C4>nomic objeM*t»im) to this on ac(M)unt of 
the dange‘r of diminishing the inducements t*) accumulation of 
capitiil,(»r driAung it ahnwiel*, — a elang(*r much gn‘ater he*n* than 
ill tlie ejjuse <»f the* ])artialiy distributional intcHeremces noti(*e*ei 
at the* cl<»se* of the pre‘C<*<ling chapte*r, }m*cuus<* if the* principles 
ejf roelrcHsing ininpialit.i(*s is ajiplied at all, any limit to its 
application se*ems epiite* arbitrary; if the* biinlen of Ihe rich is 
t<» be tAvice* as gn*at. jis that <if the* |M»or, then* se*ems no e*le^ar 
rcjison why it should m»t Vm* thn*e tirn**s as gn*at, anel see on. 
I hedd, then*fon*, that the* genemi aim of a steiteisman in 
distributing taxation should be t<» imp<».se, as ne*.arly as p<»ssible*, 
equal siicrificfs ujieai all. But this rule* n*rjuin*s seaiie* very 
irnjKirtaiit epialificiitions. In the fii-^t jilace*, 1 think it must be 
iriterpre,*tol so as neit to c*»nflict with the generally accepted 
principle that the* cMimmunity ought to pnjtecit its members 
fnun starvation ; from which it seiems to follow that n*> ori<*’s 
inceimc* shenilel Ik* ivduceiel by taxation IkjIoav what is rejepxinjd 

* The latt<‘r of these would be the immediate practical danger, as it is not 

likely that such unequal taxation of the rich would he introduced in most 
civiused countries siniultaneuusly. 
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to fiirniwh liiin with tfie Iwire necessarios of life. Fur if govem- 
inent is tu risk a s<iriuuH instalment tif the evils of cominunisiu 
in order to secure all Tneinb«*i*s of the conimiinity from stan^ation, 
it hanlly ought Ut aggnivate its inroad on the motives that 
normally prompt tlu* jmjoi* to energetic industry, by taking 
fi’oni those who remain independent a part of what it would 
actually havi‘ to g^ive them if they .sought its aid. And if on this 
gi'oiind we e.xt'inpt altogetlun* from taxation inconuts below a 
ceHain low limit, it would Im‘ obvi<iusly univasonable to exact 
a full <piota of payment from those just above this minimum ; 
for this wouhl h^*ul to the absunl n‘sult that jn^mms who could 
only earn a sery litth* more than the niiniimim would lose' the 
whole oi‘ such (*xtra eaniings. I conclude, therefore, that we 
ought 1.0 treat as taxabli* only that jwn’tion of any individual’s 
income which is not required to provide nc'cessaries either for 
himself or for those* de]H*ndent on him. Even apart from iuiy 
(pU'slion of [MM>r--ndi<*f, I think that taxation ])roiK>rt.iona] to 
what, in tin* widest si*nsi*, may be* called superfluous consumption 
would tend to e<|ualisi! Siicrific(*s more n(*arly than the rult* of 
pro|)ortioning taxation to total income: since deju'ivation of 
the necAJSSJiri(*s of life is an evil so indefinitely great(*r than 
<le])rivatioii of luxuries that the two may be fairly treated as 
inc.ommensurable ; and we may assuna* generally that if jjoor 
and rich aliki* are deprived <»f a certain proportion of their 
resonn*4*s available for lam-necessjiry expi*nditure, the loss thus 
inciirn*d of ]>m‘(;hasabh* s^itisfaction will be at least fus*^great 
tin* ]MMirest class that will be taxetl at all, as it will lx* in any 
<»ther class. The (piestion, J think, is rather whether even this 
|)rinciple is not opjiressivi* to tin* poor: ainl whether in onler to 
4*(pialise tin* ri'al biinlen <»f taxation >\e ought not to lay a 
pi*ogn‘ssively incresusing tax on the luxuritais exjH*.ndituiv <»f 
the rich. 1 must admit that, in my ojiinimf, such a tax 
would be justifiable from the ]M»int of view of distribution 
alone : but. it is open to tin* prat*tic^il objection that the 
progri'ssion if onct* admitted would be very difficidt to limit, 
t»wing to tht* inqjossibility of establishing any definite <piantit.a- 
tive comjKirison between the pecuniary siicrifices of the rich and 
thiise of the pm»r: and, thendbri*, theiv woidd be a serious 
clanger that thi* progression would be cairit'd so far as to check 
m*cunudation or drive capital from the country, thus causing a 
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li>ss to priMliiction which would iii<»re than «mtweigh th(‘ gJiiii in 
e<jualisiition of siicrificc *. 

If, howevt»i\ wo allow the rule of equality in tin? distj‘il>ulion 
of financial burdens to bt* overlMmie in favour of the rich by thi‘ 
advantage «if encouraging the accuinulation of wipitiil in the 
country, it seems ri^isonable to aim at the siimc i\‘sult mon* 
directly by a measui*e that will opi‘nite genersilly in favour of 
those who derive their income mainly from labour: namel3\ by 
exempting savings from fixation. A certain minimum of 
savings, indeed, — enough to prevent individuals from ))ecoming 
a bunion U» otliei’s in ag(* or sickness, — should hv inclmh^l in the 
exemption ol necessiiries argued for in the juveeding ])aragraph 
Further than this there would be no ground for carrying the 
extunption, if what were saved w*‘re mendy hoanhsi, in the 
form of coin or <lund»I<‘ c(»iisuiners‘ wealth; sin(*«‘ the ]»ortion of 
wealth that at any given time was so hoarded would at the 
tins* Ik‘ merely (;m]»Ioyed in gratifying the hoanU is I>y giving 
them a sens».* of power or security; and then* would bo n<» 
reason wliy these personal gratifications should not bear along 
with others the re<Iuctit»n required siqiply the. ne.t*ds <if 
government, lint, actually, since what is sjiveu takes mainly 
the form <»f cajiital lhataids industry, the sa\(*r — whalevt*!* his 
motives may Is*— does in faet remler an impt)rtaid. service to 
pnidue.ti<in : ami it s(*enis d<*sirabl<* that t his slu)uhl at least. Is- 
as little as possible discouragt'd by taxation. 

Kuf again : if wt? exemjit sa\ings on this gromal, it seems 
reasonabli- to extend tin.* (*xeinption to wliat is sjs'nt by a 
father of a family on the education t»f his cliildreji, sn far as it 
V‘nds to make them imav efficient lalsaireis; and, similarly, t(» 
enctuinige l)y a .similar ex(‘m])tiim the flevotion of funds bv 
gift or becjuest t<» public objeets of real utility, provid»-d tliai 
adequate sec^lirity is taken ihat the\ are elfici(*ntly arlministensl ; 
es]s*cially if the objects an- of a kind to which ]>ublic, money 
might reasonably be alh»tted, if pri\atie libenility were wanting. 
It may even be faiily urged, that a coiisiderablt* part of the 
non-necessjirv ex]»enditure t>f the rich is actually incurn*d in 


i Su«5h u Hcale of taxation aa I— aft<n* Mill— have prupoHcd in the text, in 
whii-h the pvoportioii' of ta\ to income i« decreaKcd at the lower end but not 
(mah^rially) increanefl at the upper, la conveniently called a dz-f^reaHive aa 
distinct from a proKi-esaive scale. 
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maintaining and tranKmitting culture, and that this also is a 
function of sufficient sfKjial importance to be properly encouraged 
by exemption from taxation ; though there is, of course, great 
difficulty in distinguishing expenditure of this kind from that 
which ministers to mere ]K*rHonal €*njo 3 ?ment. I should propose 
te njcognise these various claims to exemption by thn>wing 
a large shai-e of the', bunlen of taxation on the consumption 
of commodities that are nt‘ithc*r necessary nor promotive of 
culture. Such taxes on comino<lities, however, tend to be 
senously iini‘(jual ; especially since there art? very strong tech- 
niwil rc^iuscnis Ibr concentmting such tiixation on a few articles 
largely cxinsumed, in order to minimise the cost — Anancial and 
extra-financial — that it involves; and it is almost inevitable 
that thi* t*x|KUidi<.iire on these ’ ])articular articles should form 
a very variable* projMirtion of the totel exj»enditmv of difft‘ixjnt 
clasH(‘s of th<‘ community on things that are ncithei* necessjiries 
nor proiiiotivt* of culture*. So far as the classes thus over- 
buifhmed (%an Is; distinguished as those receiving incomes of 
eertiiin amounts, th(* inequality may b(* — and should lx* — roughly 
conqiensjited by an income-tax on other classes, jis is done in the 
English budget; but then* are still liable to nunain gi*eat 
variations in the consumption of tfixi*d commcHlities among 
|H"rs<ins of similar incomes — owing to variations of taste, con- 
stitution, &c. — for which it is ju-acticall}^ impossible to make 
compensjition. The adoption, therefore, of this inethtMl of 
raising taxes must be admitted to lx* incomjiatible with any, 
<*xju*.t (*(|ua]isation of the bunlen of taxation. But in fivet any 
such i*XfU*tness is n*nden*d }»ractically unattainable, on the 
gene.nil principli* above* adc»]»ted, by the vagueness of the* 
distinction Ix^tween iu*ces.sju*ies and luxuries, and the givat 
diffeR*nc(»s in the nei'ds of different |^x*rst#ns and of the sjinie 
IKJi’son at difteifiit times ; and the iiiethtsl of taxing *comm(Nii ties 
has thi* merit of avoiding the worst inetpialities which taxation 
})roport>ioned to income would cause, in consequence of these 
difft*n*nces of m*ed ; since it enables those pemms whose needs 
are greaU»st te diminish thi*ir share of taxation, by abstinence 
from customary luxuries. For thi.s latter rejison chi(*fly I think 
it desirabh* that the taxation of the ixxir should lx? almost 
entirely thmwn on comnuxlitios of the kind 1 have define<l : sis 
is the case in England with taxiition for the pniqsoscs of the 
centml government. 
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Generally speaking, it is exjHMlieiit u> si-lcct foi- taxation 
coniraoditieH of which the consuinjitiun is not likely to be 
restricted to any great extent thi-oiigh the desiit- to avoid 
payment of the tax, as all such restriction incrciuses the excess 
of the loss to the public CAUSfnl by tlu- tax, over .ami almve the 
gain t<> the treasury ; since the in'i-wmis wh(» ait* driven to 
consume comnKxlities ^^hich they <lo not like* so well suft’er 
a manifest loss of utility. But some l■es^rit•tion is inevitable : 
hence tht*rt‘ is a strong reason for fixing taxation on commiMlities 
which arc liable to l>t‘ larg<*Iy consuinetl in exi*(‘ss of what is 
salutary: sinc(* so far Jis such <*xcf‘ss is pn^viaited bv the b»x, 
the restriction of consurnptitai is positively bc nc'fiidal to the 
community. And though higislative inteifer(‘Tu*«* with the sole 
object of limiting the consumption ot‘ dangerous comin(Mlitii*s is 
emj)hatically condemned by advocates ot natural liberty, tliey 
have not, for tin* nit)st ]Kirt, ]»n.shod l heir antagonism so fin* as 
to maint;tin that the seleetion of tax<‘s ought ni>t lo be partly 
inflnenci'd by this eonsideration. On the* othi*r hand, the 
burden of such tiixes — as those on aleoh<»lic li(|UoT’s and tobacco 
— is liable to a s]MH*ial inecpialitv: since many peisons shun 
these dangerous (^omiiKMlities altogether, while among those 
who consiuiK* them the .standard of .strict mo<leration is vague 
and variabU*, and then* are nian\ degi-ees of (*xeess ]M>ssil>le^ 
Tt is d(*sinible to jin-vent this inecpialitv fnnn being very 
marked: thus, from a di.stribntioiial j)oint of ^iew, th(‘n* is 
^ positive advantage in the n*-im]»osition of the duty on 
sugjir which was a.bolish»*d in 1874-. But ini]»erfec^ ripialisa- 
tion is a drawlwick insi*panible from th(‘ special jwivanlage 
df taxation on Ta)n-neces.sary coimiHMlitit*s, namel\ , that thi* 
needy t^ixpaycr can avoid it: ami what is most im]»ortanl 
socially and ])olitically in distributing taxation is 1«» avoid 
marked ov^er-t-axation or undi*r-taxaiion of different gnid(*s of 
income. 

§ 8. So far wt* have implicith a.s.snin<Ml that taxes on 


• 1 agnse with Mr Dudley liaxter {Taxation of thf Vnited Kintidoin^ c. xxi.), 
that in efstiinating the burden of taxed on alcobolie liquorH the extra contribution 
levied from the drunkard should be regarded as a fine ratlier than a tux : but 1 
think fairnesR requires the definition of excess U) be an indulgent one, since there 
are many other branches of luxurions consumption in which the limit of strict 
moderation is often exceeded. 
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coiuiiKMlitiowS win Ik? ho inijMised as to fall entirely on those who 
consume them ; and similarly that an income or property tax 
will bt^ Ixiriio by thtj |)erson.s on whose income or property it is 
laid. W<j have now to notice a new element of imperlection 
and uncei’tiiinty in the (^qualiHiition of taxation, due to the fact 
that we can only jiartially succeed in making the burden either 
of “ diiHK't” or “ iridirec.t” taxes fall when? we desire : the bunlen 
is liabh' to lx* transfemsl t.<i 4>ther persons when it is intended 
to ri'Niain wh(*re it is first imposed: and, on the other hand, 
when it is intendetl to Ix^ transferred the proct»ss of tninsfenmct* 
is liable to be tanly and incomjilebd. Indexed this pr<x*ess is 
td’ttjn so eoinpli(%‘it(‘<j and obscure that it is a problem of con- 
sidt^rable intricacy and <lifticulty to ascertain when? the burdtm 
of a tax acttially rests: and it is not even a simple matter 
t(» state accurately tiu* gi'ni‘ral princi])l(‘ for di‘tiM*mining the 
incidence oi‘ a tax, siqiposing all the facts to lx? known. Thus 
(e.if.) Mill apjM*ai*s to assum(‘ jis a general j)rinciple (BtM)k v. c. iii. 
§ that a t^ix must be “ coiisidensl jis paid” by “those who 
“would be l)en<‘tit(?d if it W(»re taken off.” But it is (*asy to 
shew that, in soiiu? cases, the whoh‘ benefit of n‘niission would 
lx* r(‘aped by pei’sons who ha\e not Ix^rne any ])art of tlu‘ 
bunlen of the tax-: it is not tlu» extni iruMUiu* that a man w^ould 
gain if the tax w(‘n* taki'U off which gives the true measure of 
tlu* bunlen it ini]x)ses on him, but rather the extra income that 
he would now' be i'njoying if it had never been laid <»n. But 
U» gi't e\i*n an ajiproximaU* estimate t>f this hNqxgbeticall^ 
d(‘t('rniined burden may require a very careful consideration of 
complt'x l•onseqUl•nces ; and the result must ofen be at the 
best, but partially sjitisfactory. I will illustrate by taking the 
most im|M)rtant ca.ses; obstu ving that w henever a tax is tnin.s- 
fern*d -at once 4)1* gnidually, in whoh‘ «»r in part — the benefit of 
its nunission Uuids to be corresjKanlingly transfen*i^d. 

To lx‘gin w'ith the sini])h*st casi?. 

^ T)x> coiniiit)!! olaKsiliciition of as Direct aud Indirect appears to me 

liahle to mislead tlie Btiideiit, by ifi:tiorinf; tlie complexity and didiciilt^* of the 
problem of dcterminiiif; the incidence of taxation. 

" TliiK, indeed, Heeme to be Mill'e view in uiiotlicr lussaKe (Book v. c. ii. ${ 6) 
in which he aiKnns that ^'thei-e i» not the Hinallest pretence for looking on” the 
exiating land-tax in Ktigland **aA a payment exacted from the exiatiug race of 
landlords ” : though it must be evident that it is the exiating race of landlords 
who would iMmcfit by ita reinisaiou. * 
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I. A special tax on a class of pin'soiis, riistingnislied by 
chai-acteristics either in-eiiiovable or of no tToiiouiic* iiniH»rfcjiiice, 
tends to be borne wholly by th<' jjersons wh(» pay it. This would 
be the Cfisi' (e?.f/.) with a tjix on Jews or Papists; fori»vc‘n if some 
of the Jews left the country in consej|iiencv, ur some of the 
Papists bcwiiiu* Protestants, the exchange value of tlu* si‘rvi(M's 
of thi* remainder wouhl not thereby bi‘ maU‘rially inereased. 

II. Taxes of the alxjve kind are (»j)posed lo iiKNlern senti- 
ments of <K]uity. A nearly similar inevitability, however, 
iittaches to a general tax on incomes, simply pntporiioned t<i 
their amounts, so long as it is not Ik^vv (‘iiougli to induce any 
particular class of the ])ei*sons on whom it is imposcMl ti» diminish 
materially the itilative supjily of their lab«nir; i*ithi‘r volnntaril}, 
through (Miiigration or abstinence fnmi matrimony, or involun- 
tarily in const M|uene^‘ t)f tlu‘ restujrces of tht‘ir liimilies b(‘ing 
RMluced below tlu‘ minimum retjuired to support iih- Hut if any 
considerable diminution in th<‘ n»lati\e numlM*rs of any class 
takt's ])lace through thes<^ causes, it will bmd to raist‘ tln‘ market 
value of tluMi* labour to stmie t*xtent, and to that extent to 
transfer the burden of the tax t<» other membr»>‘ <if the com- 
munity ; but obviously with V(‘ry <litieiH*nl. degi't‘es of rapidity, 
acconling Jis the ett'ect is [»rodu<*t^d (I ) by mnigratitm, or (2) by 
abstinencii from matriimmy or inability to rear children. Similar 
consequences may of course follow from any taxation that falls 
special^v on the ]>oorer classes t»f labourers; henco tln‘n* is an 
*«lement of truth in the old *h»clrine that “taxes on wages 
“tend to fall on ]»rofits,”‘ if ajqilied to the w.iges unskilhid 
Jabour, supjiosed to be already at the minimum re<piin*d to 
“enable the labourvrs, one with another, to sidisist and [mi- 
“ petiiati* their nice.” And s<ime eftect of this kind miiiht no 
doubt l)(* pn jluc(*(l evi*n by ta.xes pro])ortional (as abovi* proposisl) 
to non-necessary expenditure: but. unless such taxes w«Te 
extremely h»*avy, it would generaliv be nf indehnite and 
rcunott* a kind as not to be practic^illy worth estimating. 

^ Though ill fact the burden thini transhuTod would ho dividod aiiiong (1) the 
employers of the labour grown dearer, (2) the conRunierH of itK ultiinuio prodiictH, 
(3) lubourerH in oth(>r grades, and (4) ow'iierR of capital, in proportions which 
will \ary very much according to circnmHtanceH ; and which, I may add, would 
be very difficult to ascertain with even approximate iicciiracy in any concrete 
oaAe, owing to the iutciminglcd etTects of other causes. 



572 


POLITICAL ECONOMY 


BOOK 111 


III. A tax levied annually on the owners of any particular 
kind of dumble wealth, of which thesup}»ly is absolutely limited, 
is in effect more intransferablc than it is intended to be ; since 
it will remain onerous to the persons on whom it was originally 
imposed evi‘n after they have sold the article taxed. For instance, 
if RaphfK'ls pictures were thus taxed, the amount of the tax 
mpit4ilist‘d would ttmd to l)e subtracted from their pricey so that, 
aft(*r ti single tninsfer by sale, the tax would not be really 
onen)ns to the' ix'rson who actually piid it. A similar effect 
will b(‘ {)rodiiced by a spedaP tax on land of fixed amoiint, not 
iiKnvfising with its value or rent: so far as land luus changed 
hands by Siile since its imposition, the burden of the tiix will be 
no longer Ikiitio by t.he actual landowner; and, therefore, even if 
the tax was originally unjust, the at^tual Uindo\\Ti(*r will in such 
C4ise. hav<* n<» claim to its remission. Hence where such a tax is 
<»f old date, so that a consideralde amount of land has changed 
hands by sale — and all by inheritance- — since its original 
imjiosition, it sis'ins Ih'sI. not to reganl it as really a tax at all, 
but as a share of the n'lit of land n ‘served to the community ; 
just as if it had Is'en a |)ivym(‘nt im])osed when the land was 
allowed t.o jkiss into ])rivate r>wnej*shiy). 

IV. When, however, a sjx'cial tax is impo.s(‘d on land, 
varying in projH>rti<ai to its value, the case is different, and 
th(* incideiKH* of the U\\ more c-omplicated ; and it may Ih.‘ 
of s<jme pnu'tieal int(*rest to examine it in detdl, <»n fuxroimt 
of the s]K‘c.ial burdens laid on land and housi's — which may btj* 
nigiiided as a juirticular fonn of utility added to land — in our 
syst‘m of hxal taxation. At any given time then* is a certain^ 
amount of outlay of various kinds tor the j)ui*j.k*si* of increasing 
the utility i»f land, which would, ajjiu-t from the tax, be ro- 
munenitivt* ; but a portion of which will l)e unpn)fitable, if the 
tjix Ik* im|M»sed. unless the price of the pi’oduce of land rises. 
Hence the im]M»sition of the tiix will tiuid to prevent this 
portion of tht* outlay from Isdng made, and so to ivstrict 

’ Tlio effect of a tax uu land wliioh Ik merely one form of a more general tax 
on property or income will be quite different. Hinoe in thia latter cafie the selling 
price of the land will not tend to be lowered, as its purchaser will have to pay no 
more taxes in oonseqnonoe. 

* See H 11 for a diseussiou of the peculiar economic clutracteristics of taxes 
on inheritance. * 



CHAP, viu PUBLIC FINANCE r>7:J 

the supply of the utilities that it wouhl have pnMhictHl, and 
consequently — sooner or later — to mist* their prict* to an extent 
varying accoixiing to the conditions of supply and demand for 
the product) in question. If {e,g,) the ja-mlucers are clostdy 
pressed by foreign conqjetititm, the rise may be xery slight: 
thus an inoivase in local rates in England, suttieient to Ih) 
a serious discouragement to the impn)veiiient of agricultuj'al 
land, would still have eomparaiivtdy little effect in mising tlu? 
price' of com. But to whatever extent the jiri(;c' rises from this 
cause\ the bunlen of the* tjix will ultimately rest on tht‘ 
consumer or purchase'!* <»f tht* utilitic's furnisht»d by tin* land; 
V.e., on the t>ceupier (who may, of course, be actually tht* owner) 
of land ust'd for cnjoynu»nt (pirks, gaitlens. &c.), t»r au tlu* 
purchaser t)f the. produce of agi’icultuml land,-— wht>, howt*vt*r. 
if he 1 k) a pui*chaser not f<»r consumjU.ion but for salt' tu* prt»- 
duction, will, undt'r oi-dinary conditions, hantl tui tlu'. wht)le t>r 
pirt t)f the bunlen still furtht'i*, till it rt*achi‘s \\!»at wi* may 
call the ultimate consumer. 

The initial tqKuatitui, however, t)f such a tax may bt; st>me- 
whai. further eximjdictited by its t*ffects on the business t)f 
pnxlucing the increased utility t»f the land. 'rt> irustraU' this 
com] dication, wt; may tiike the specially iiujita-tiviit citse of land 
nstjtl for Imilding. Supi)t).st‘ that a nt'w tax ])rt»poi*1,it>nal t<» 
value — not balanci'd by corresptmtling taxt's t>n t>ther stiun*t!s t>f 
income — is laiti on t)wnei*s t»f lantl gent.'rally, including t)wne!‘s 
^of laiuk with buildings tin it (the value tif the built lings also 
being reekonetl); and suppose for simplieity that tlu' tax is 
annual and rent is coni|H)titively tietermined afresh from year 
•to year. Then, as the im|it)sition of the tax canritit at once 
affect the supply tif houses or the flt'mnnd ftir t-ht'Ui, the whol*- 
tax will at first tend tti be jwiitl by the tiwntu*; so the 

building t>f*ht)uses will becomt* lt*ss remunerativi*, and will 
constiquently be reduced in extent (a.ssuming that, ajiai't/ from 
the tax, building wtmld go on in th • locality). The n*sulting 
limitation of supjdy — Jis house.s cannot profitidily hi* imjiorted — 
will tend to niisc their price and rent sufficiently' to make build- 
ing remunerative; that is, if the cost of building were unaluu*ed, 
the rent would tend to be ineiv,ased by the airiount of the projx>r- 

^ Here axaio,* it will generally be very diflicult to asceitain in a concrete 
caie, how far any rise in price has actnally been due to this cause. 
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tioii of thf t4ix that falls on the rent of the building as distinct 
from the ground. But in fiu‘.t, if the tax be a heavy one, 
the ris*^ will tend to be temporarily somewhat less than this; 
sinex* th<» crist of building will undergo some reduction in 
conwMjuence of the check given to the building industry by the 
tJix, which will tend to diminish for a time the returns to the 
lalioiir and capiLd employed in this industry. lUtiniately, 
howevcT, t.h(* whole |M>rtion of the tax that is jiaid for the value 
of the house its<*lf will tend to fall — in the case of private 
dwelling-houses* — on th<* consumer or occupier, unless indeed 
the c<mditions of su])]»ly and dtanand are such that no fiv^sh 
building is going on in the Im^ility. The portion, however, 
that falls on the gi'oiind-rent will iMUitinue to be horiw by 
the owner of the ground (sup}K)sing, as above explained, that 
it has not changed hands) unless the tax has caused a rise in 
agricidl.iiral pr<Mluce and the land is so situated that it c.ould 
1 m‘ as n‘rrnineratively (*mploy<*d tor agricultural ]>uq)oses Jis for 
building. Nay further, if th(‘ tax be not uniform but higher in 
some district's than in others (xpially convenient to the possible 
occujiii*!^, the whole excess — and not nuuxdy the ))ro))orti(>n of 
the excess that falls on the ground-nmt — will tend to remain on 
th<‘ owner; at lea.st so long as the fall dot's not rend(*r the land 
mtu'e profittible f(»r otlu*r ]air])oses than it is for builtiing. 

iSti far J have su]iposed the tax to be formally paid by tht^ 
owner. If, liowevt'r, it 1 h» laid in the tii*st instfuice on the 
4K*cu])ier, the t*tt'ect will be substantially the same as soor jus the 
i-ent comes to be determitusl afresh, after the imposition of the 
tax. 

§ h. V. In sht»rt, a tjix on land and buildings jjroportional 
to thi'ir value hsus |Mirtly tht* effect t»f a bix t)n the product of 
certain indust.ri(;s : jwirtly, iigjuii, so far as the land or buildings 
bixed are “ pnKluci'i’s’ wealth,” it hjus the effect of u tax on the 
instruments of certain industries. To whatever extent it 
o|K*nitt*s in either way, it comes within the large cbiss of what 
we may call Lixes on jircKluction ; which tnicupies the most 

‘ -So far aK the tax falls on buildings used as ])roducers' capital, it will have 
a certain tendency tu be transferred through industrial competition to the con- 
Buniers of the finishi'd produce : but the incidence of the tax will be so general 
that the extent and manner of its possible transfer is very dittioult to determine — 
especially since producers who use land will be more heavily taxed. 
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important plsux^ in modem systems of taxation. This elass 
includes, besides (1 ) the im]K)rtant taxes before to on 

the manufiicture and sfilc of material }iroducts, also (2) taxes 
on conveyance, (8) payments (fees, lici^nses, &c.) f(»r leave to 
pnu*.ti8e certain trades and professions, and 0) a great part of 
the tixes (by means of stamps) on tlie tninsfer trf pro]w»i*ty — 
so far as these, hilling with iimix* weight on tradei*s, may 
be i-egjinled as largely tax(‘s on tnide. Such taxes <»ii sp(‘cial 
hicnitive callings are genemlh" int(‘nd(Ml t) fall, not on 1 fu* is'i-sons 
who exercise: them, but on the nltimate consnmei*s of flu* 
commodities that the f<»rmer furnish or assist in furnishing; 
jind it is obvious that industnal com]H*tition will tend to cause 
this tninsfer of the burden, so far as it ttaids to e<|ualise r inu- 
n(*nitions. Still the transfer ought not t«> 1 h* assuiniMl, in 
estimating the incideic’e of taxi‘s. without importiuit (pialiHca- 
tions. We may indeed takt^ it as broadly true*, in nawt crises, 
that the burden of a long-establMed ui\ on prulm tita) does not 
rest on the class of p(‘i*sons who Jictnally jiayit; though t‘ven 
here? it must be Ikutk* in mind that, owing to the limited know- 
ledge that pHshicors have of t*ach othei-’s remnTa*rations, 
industrial comp(‘titioii, how(‘ver o]>en and actiw , /annul ttujd 
to bring about any exact ecjualisjition of i‘arnii)gs; it* can but 
ofH^raU* roughly to jircvcnt large and )Kdpahl(‘ clifferenc<*s. 
But it is only un(h*r special circumstances that a vetv tax on 
pmdnction can be coni])h*tely and at *uice transf(‘rnMl to the 
consun^iLU*. For, iii-stly, wh<‘nev<*r the rise, in ])rice n*<jnir<Ml to 
VlFeci the transfer involves a mat<*rial rodnelion in the side of 
the commodity bixcd, soim* initial loss tio pHslucors miir>t result; 
•which will be gn*ater, cetet^vt in projiorlioii to the 

extiifit of the reduction. W(» hav<* thu*- an additional reason for 
selecting, in the imjMjsition of fresh tax<‘s, com]iio*litirs foi- which 
substitutes gannot e^isily he haiml and with which consunu'rs 
will not willingly disp(*nse, in order that the inrid< iital loss t.o 
producers may be as gmall as posa ble*. Again, the extent of 
l(jss to jmKlucors caused by a reduction in tla* demand for their 
commo<Hties viiries very much Jiccoi-ding to the d(*gre(‘ of 
mobility of their csipitjil: thus it is iisiially less for tniders 
than for manufiicturers and agriculturists; which is a n^jison, 
fix»m a strictly national })oint of vit»w, for taxing iinfiorts, ceteria 
paribuH. rather than the pixslucts of mitiv(* industry. 
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But again : the tendency of industrial competition to transfer 
the burden of taxation from producers to consumers will not 
operate where the former are enjojdng extra profits to an amount 
exceeding that of the tax ; whether through monopoly, natural or 
artificial, or through the jwwsession of scarce natu]*al resources or 
social (»pportunities. Thus a modemt<^ tax on the pnKluce of 
famous vineyards would have no tendency to l)e transferred to 
thi* consumer; the owners of the vineyards would still 2)roduco 
as much as the / oiii and get the market-price for it, m they do 
now, so that the whole, of the tax would lx‘ substantially jmid 
out of their incomers. Wherti. howevt.T, a monopoly has been 
constituted by means of a ginnt of special rights and jirivileges 
grantfid by government, an exce])tional payment by its owners 
should n«»t l><‘ re.ganled as, in substance', strictly a tiix ; it is 
rather a shait' in t.he extra profits of the' monoj)oly reserviMl to 
the community. 

It is to Vk' noted further, that in the* Ciis(‘ of teiiipomry 
and ]iartial monofxjlies, ju’otectc'd only by the difficulties of 
jmffitabU* com]M‘tition, it must often Ih^ very uncertain where 
the bunhui of a Uix on the monojadised production really rests, 
after a certiiiii interval fn>m its original im})osition. For the 
tax tends to o)x*rjitt* as an additional obstacle to comjjetition ; 
but t.he for<!4‘ it ('X(*rcises in this dircjction cjin hanlly ever la* 
known for certain. Thus thi* bunlen of a tax imjiosed on the 
n'ct'ipts of a railway compaiiv, if it wen* j>nictic{xlly free fn)m 
th(» n'straint of actiuil or pros|KX*tive competition, would-fall on 
the sharL*holdei*s : for if it were ]>rotit.able f4>r them to niisi* theii 
fai*es after the tjix luul lK>eii imjMwed, it would have been equally 
profitable for them to do this indefK*ndcntly of the tax. But so 
far JUS the tax tends to remove tht* fear of coinpi.'.tition, it gives a 
jK»wer of niising fares which pro tanto com]K*nsates for its burden. 

Finally, we must obsei’x'e that taxes on comne^lities when 
laid in w*i’tjiin ways may actually benefit certain classes of the 
pnKlucei*s or sc*lU*rs of such comiiKKiities, ,by giving them advan- 
tiigtis in the coin[H;tition with other junducers. Thus a tax on 
the inateriaLs of prixluction or on products in an early stage of 
inanufactuiv, or on articles f>f tnult; some time l)efore they arc 
sold, has a certain tendency to increase the advantage of large 
Ciipitalists, as it ctiuses more capital to be required for a given 
amount of business. Hence the consumer may lose by such a 
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tax, through a rise in price, considenibly inoi-e than is gainc»d 
by the exchequer; the employer being able to obtain am]>le 
wages of management, as well as inteivst, for the extm capital 
employed. Licenses again, so far tis the charge for them is 
fixed independently of th(* amount, of business, aiv similarly 
advantageous to large employt^rs. 

§ 10. Fui-ther, in a complete* estimate of the incidence of 
a tax, Ave ought strictly to take intt) account iu)t merely the 
burden laid iui pnKlucxu's or consumers of the article taxt‘d, but 
also the loss to the community through the non-prod action 
and non-consumption of the gi*eater quantity and better quality 
of commodities which would havi‘ been pnKliiced if the ta.v 
hjid not lK*en imjiostKl. That is, we havi*. tt> take into ju\ ouiit 
th^)se effects on pHsiuction which we began by distinguishing 
from effects (nuTcly) <'n distribution : so far as t.h»‘ former being 
luu'qually distributed, really affect distribution as well. Jj<‘t us 
now notic-e briefly thi‘ child* cases of the ])riMluctioi(,i] effects. 

Le.t us take first the cjuse of taxes on the manutactun* 
juid sjile of comiiKMlities. Such taxes cruise an economic loss, 
uncompensiited by any gain to the trcfisury, .so far as the 
processes of priMluction are impaired or hampiUM’, or inqirovi*- 
nients in them )in*clu<led, by the necessity of conforming to 
rules imposed to guanl against ev;i.sion or otherwise for the 
convenience of the taxgatherer. For instance, the priKbiction 
of oil in Asia Minor is s^li^l to be .seriously deterionite.d by the 
fact tha^, the olives after harvest havi* to be kejit untouched 
until the tax-collector has found time tf> come and :isceii.ain 
their amount. A further uncom|M‘nsjited loss results so far as 
such taxes admit of being e.vaded by the adoption of a less 
economical iuimIc of ])roducing the «ommiKlitv; or by t):e 
production of substitutes for the t«ixed ]»roiinct, sjitisfyiiig the 
same wants Jty inferior means. Some effect of this lattiT 
kind is almost unavoidable so far as the dem;ind for the taxed 
])rixluct is decreased by rise in ]i* ’‘'e. 

So far, again, as taxation of this kind reduces tiie normal 
usti of materials or instruments of production, or articl(‘s whose 
consumption conduces to the efficiency of productive labourei*s, 
fur which only inqwirfect sulwtitutes can bo found elsewhere., 
a loss results to pnxluction which may go on increasing at 
coiy pound interest. 

8 . 
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Similarly, taxes od csonveyance, so far as they hinder the 
transfer of commodities, tend to prevent such improvements 
in production as result from the specialisation of the labour 
of different places; and also, so far as they hinder the 
transfer of labour, they tend to prevent its most efficient 
employment. So again, the stamp duties on bills of exchange, 
receipts, drafts, &c., have a tendency to hamper the development 
of trade; though this effect seems inconsiderable, so long jis 
such duties are trifling in pieportion to the. amount of the 
transactions on which they are imjKxsed. 

We have further to notices that dirt‘ct taxes on expenditure, 
such as taxes on ftirriages, horses, plate, so far *is they reduce 
the consumption of these commodities, affect their ])r(xluction 
ultimately — though not altogether at the first imposition — 
to the same (^xtent as corn*sponding tiixes on the profluction 
of these art.icles*. 

On the oth(»r hand, theiv art' certain tiixes on commotlitic'S 
that bring in iiiorc' to the national trcfisiny than the inembei*s 
of the nation lose jis individuals. Thus we have st'en that the 
imposition of import dutit's is, under certain special conditions, 
jin effective nu'tluKl of incn'asing a nation’s income at the 
expens<^ of foreigners — though on various grounds a dangei*ous 
method : and the sjune is true of ('xport duties, whenever Ji 
country hits a monojxJy of jiny product keenly demanded. 
Again, a Uix im]»osi?d on things that are pirtly esteemed jis 
signs of wealth, and therefore of social stjitus, pro tanto i,^cr('jxses 
their utility in piv|K>rtion jws it increjises their exchange value': 
so thjit the consumers <lo not lose wh.at the goveniment gains. 
And obviously tjixes thjit n'chice the consumption of coniniodi.- 
ties Hjible to be abusi^'d, such JiS alcoholic stimulants, tend to 
1^'nofit consumers thus ])reventt'd from injuring theujselvcs, and 
indirectly to increjise prixiuction by diminishing, the loss of 
efficiency cruised by such ]ircxluction. 

An income-tax is fret* from thi; — generally disjidvantageous — 
effects on pnxluction of the taxes that we hjive Iwen considering^. 

' Henoc a certain eliare of the harden of thcae taxes, at least when newly 
imposed, will in most circumstances he home by persons engaged in the 
production of the commodities taxed: no less than in the case of tlie "indirect” 
taxes, discussed in the preceding section. 

“ The peculiar drawbacks of an income-tax, aiising from the difficulty of 
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But it is to he observed that even an income-tax — as well 
as any other tax that diminishes the available resi)urce8 of 
individuals — is liable to affect production generally, so fiir as 
it reduces the amount saved and conv(irted into caj)ital. And 
this effect cannot be altogether prevented — though it certainly 
tends to be reduced — ^by pro]K)rtioning fixation (jis Ixdbre pro- 
posed) to sujKjrfliious consum]»tioTi mther than to income ; si net* 
the taxpwer may still prefer ti» let tht* rt‘dnctit)n fall on his 
saving rather than his consumption. On the other hiuul, \vh<m 
the pnKjeeds of a tax taken mainly from what would have Ixhui 
luxuriously consumed by individuals ar(‘ productively (Mnploy(*d 
by government, it may Ix^ regarded as a mode of compulsory 
saving, by which the capital of tht‘ community — though nm, of 
individuals — may be materially incn^jised. 

It may be noticed further that., so thr as siving is an affair 
of habit, a tax may actually cause a diminution in capitiil 
merely by the nature and ciix*unjst;mces of* it- iiKMihuice. 
Thus it has Ixicii plausibly inaiiibiined that the kixes on in- 
heritance (if ]>roj)eily have a s]»ecial Umdemey to pHshice this 
effect; beeaiisi* the pei'son inheriting onlinarily considers thi‘ 
.‘wlditional Avealth thus accpiired as an inen*as** ea[«L'il, and 
dw's not sjH'nd any j)oi1.ion of it, hut only incmis(‘s his ex}K‘ndi- 
ture by the annual intere.st on it. 

§ 11. This leads us to t.hi‘ more general (pii‘stion of tin* 
incidence of taxes on the; aexjuisition of property by Isspiest or 
inti^stati^ inheritance ; which 1 have reserved for se})a.m.t4' cori- 
sidemtion, bwiuse of the impirtant js culiarities that they 
pn^sont, when we an* consuh-ring the theoreti(‘al c<»nstruct.ion of 
a»sysU»m of taxation. Accoixling to the criti*.rion alM)ve laid 
down, it is phiin that th<» jK*cuiiiarv loss (viuh<*(J by any such 
tax falls on the jierson Avho inherits, since h»; ‘would have Immui 
richer by th(^^xact amount of the Uix, if that hiwl not Iwnm im- 
l»ost*d: except so far as it is jirohabh that the pei-son from 
• whom he inherits, being jiware of th' Uix, may have left him a 
larger pnipui y in cfinse<juenc<‘ — a juxilxibility which, 1 imagine, 
is not practically imj)ort.arit in the c^ist* of most c»f tht* ])ro]KTty 
obtained by inheriUince. 

Nevertheless, the consi<lei*ations that ordirairily would lead 

obtaining an accurate eKtiinate of the incornee of indiviclnalH, belong to a more 
technical discussion of the problem of taxation than 1 have here attempted. 

. • 37-2 
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US t.o limit carefully the burden of taxation falling on any 
individual or chiss do not, I conceive, apply in the case of 
ptjrsons taxed as inheritors. For government, by taking a 
jKirtion of what would oth(?rwise have come to a man by in- 
heritance, in no way diminishes the motives that prompt him 
to jiroduce and jujcuniulate wealth — if anything, it tends to 
incri*jus(? thesi* motives; nor dcK^s it necessarily cause even any 
diHa})])ointmeiit of expectations, except when the tax is first 
imj)osc*d. On the other hand, wo ought undoubtedly to tiike 
into ticcoiint the diminution |in induciunents to industry and 
car(^ which a heavy tiix on inheritances may cause, in the 
view of jKirsons who look forwanl to leaving them. This 
bail effect, however, of such taxes is not likely to bt^ at all 
e(jual in jjroportion to the similar effect that would Ik^ pro- 
duced by extra taxes on im^oine ; in fact the limits of taxation 
on inh(‘ritances will l)e j)mctically determined for the financier 
rather by the danger of (‘VJision through dimatioim inter vivos, 
than by thi* danger of checking ind\istry and thrift : and either 
danger will generally be much less where there are no childixm 
or other direct descendants to inherit. Hence it seems ex- 
pc»dient, in the case of these taxt‘s, to give up the ordinary aim 
at (Hjuality of incidenci' so far as to phux' a much heavier tax 
on wealth inherited by jK'rsons not in the direct line of descent 
from the javvious ownei-s. But if this course lx* jwlopted, it 
Ix'comes theoretically almost imj)ossil)le to iii(Jud(» these* tjixes 
in an adjustnauit of geneial taxation on the j)rinciplwi of dis- 
tribution before pro{M)sed : and it sixuns tf) me not only cofi- 
v^nient but ecpiitable to treat these taxes as a special burden 
•on the chiss of pi'i’sims owning capital in considerable amounts-*- 
inheritiinc(*s Ixdow a certjiin value being exempted*. For, as 
was hefort* said, the jirojMU-tioiiment of taxation to non-necessary 
expi»nditua* seems cei-tainly to make thti buidon of sacrifice 
im}K>siMl on the p<x)r heavier than that of the rich, though the 
t»xcess (hH\s not admit of lx*ing definitely estimated ; and it ‘ 
si'enis equitabU* to balance this excess roughly by the special 
burden that taxes on inheritance will lay on the rich. 

1 ThiH exemption is expedient on other grounds besides that which 1 proceed 
to urj^e ; namely, in order to encourage thrift among tlie poor, and on account of 
the greater proportional cost of collecting Uie tax on small inheritances. 
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I'OUTirAI. E(?()X(>MY AXO PIIIVATK MOHALITV. 

§ 1. We lijwl oco^ision to iiotir(‘ in tin* hist cliHiitn* hut *>iu*, 
that in cu)nsid<*ring smuo important (l(*partmcnts of govornmmtal 
intorfon'iKH* it is ]»ra(*iicall\ nocfssiirs in tako account <»f the 
unconstrained action of firivatc jMa-sons for public ohjccts. We 
C4innot (letenniTU* what g«»v<*rnment ou^ht- to do withoul <*on- 
sidering what privaU* jiersons may he expected to do: and what 
they may 1 m‘ expocU‘<l to <lo will, to sona* extent- at lea^^t, 
doj>end on what it is tlnm^ht to he their iluty to do. Aral, 
mon* gt*nerally, it was before ol»served tiiat in the performance 
even of th(' onlinary industrial functions with whi<*h econonii(t 
science is ]»rimarily <*oncerned men are not infhu^nced meix'ly by 
the motive of self-in tert'sl, as I'conoiiiists havi* sonant ina‘sassinm*d. 
hut also extensively by nioiid cMmsiderations. Hence it would 
seem that a.n Art of Political Ecom»my is inconi]t1(‘te wit.hout 
shine ciinsidemtion of the principles that, ou^ht togt>vofn pri\at(*. 
c<»nduct in economic mat.tei’s. Hut for a complete, tre,atment of 
tfhis subject, it would se(»m iieisifui to begin by establisliing 
systematically ct*rtjiin jirincijiles of morality, and then consider- 
ing the relation of these to the [irini’iples of political economy 
^us exjioundeci^in the pres«mt treatise, —a procedure* which wtaild 
inevitably inlnKluci* the fundamental and unsettled ctmtroversies 
of ethics to an extent •that would be hanlly suitable in the 
concluding chajiter of a. work on ]»olitic4il (*conoiny. I projiost^, 
therefore, in this concluding cha}it<*r to confine mywdf to a lirief 
i'eflo<!tive survey of the manner in which the m<»rality of common 
sense has actually been modified l)\' economic consi<lcnitions, only 
trying here and there to intriKliice somewhat more cleamc^ss and 
])r^ipision than appears to be foninl in ordinary thought. 
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It iH generally ret',ognised that the current economic doc- 
trines, and the prtwalent habits of thought connected with 
them, have had an imfKjrtiint effect in modifying that part of 
current morality which is concerned with the getting and dis- 
]M)sing of wealth — otherwise than by merely enlightening and 
rationalising the pursuit of private jKJCuniary intei’est; which, 
indeed, English Political Economy hjis for the most part rather 
jissurnod to be enlighten(»d than sought to iinjirove by in- 
struction. The dejjjirtnient of duty in which this influence has 
been chiefly noticed is that of liberality or charity. By many 
]>ersons “ hardhearted i»olitical economy ” has been vaguely 
believed to dry uj) the Koui*ces of almsgiving; and it is un- 
doubtedly tnie that almsgiving under certain conditions *is 
shewn to be oj)]MJsed to the true interests of the community by 
economic arguments fundamentally similar to a |K)rtion of thosii 
on whicih thi* int^xpediency of legally enfoi-ced communism is 
usually restcMl. But we have also htwl oc^cjusion to observe that 
oconomic consid(*rations have had an im])ortant share in defining 
the cun-ent conceptions of the more stringent duties of justice 
and e(|uity: and it will Ik‘ in «xcconlanc(‘ with the receivwl 
onler of ethical discussion to Iwgin by considering these mores 
c<im])n.*hensively than we have yet done. 

To lM»gin with an uncontrovei'sial definition of Justice: wi^ 
may perhaps say that “just” claims to wealth or services are 
claims ])ivcise in their natim*, for the non-fultilnieiit ot‘ which a 
man is liable to stn mg censim*, if not to legal interferetice ; in,- 
di'ed we should agitn* that such claims ought to be caj)ablo of 
legal (mforcemeiit, if the beiu'fits of this were not in some cases 
outweightnl by the incidental difticulties and drawbacks oT 
jiulicial investigation and gtivemmental coc*rcion, — as is (e.ff.) 
largely the cuise with the mutual claims of members of a tamily. 
So far as we distinguish fi-om strictly just claims Yrhost^ that we 
shtmld mtluT call “fair” t)r “equittible,” the latter would .seem 
to lx» less d<*finite, but yet claims for ‘the fulfilment of w^hich 
gmtitude is not to be exiH‘cte<l, while their non-fulfilment is 
blamed. 

Both kinds of claims’without <liatinction may be conveniently 
classified ju'conling to their sources Jis follows : besides (1 ) claims 
detonnined by law inde|3endently of contract, with which we 
need not here concern oui*selvos, the most important class is 
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(2) that of claims arising out of contract, expi-ess or tacit — the 
notion of “tacit contract” being extended to cover all nonnal 
expectations which a man knows (or ought to know) will bi' 
pn)duced by his conduct in the minds of others. Such ex- 
pectations are of course largely dctt‘nnined by custom : while in 

(3) a certain class of crises custom pnicticjdly ivstricts fivedom 
of contract — as in the case of fees to a physician. Further, tluu*e 
are (4) claims arising out of previous servici's ivTidenni in 
circumstjinces in which contract woiAl havi‘ b(*en imp>ssible 
or inexpedient, such us the claims of jiaivnts on children : and 
(5) claims to repxration for harm inflicted ; along with which 
we may chiss claims to the prevention of harm, whiuv A hiis 
done an ixet which would injure B if no ]>rovision were oumJc 
. against its harmful consequences. Under this List he.*wJ w<»uld 
(iome the claims of children on parents for sustenance ami 
nurtui*e during infancy. 

The influence of Political Kconoinv i*s, I coiueiv*, chiefly 
noticeable as n‘gai*ds the second an<l thiitl of th(\s(‘ classics. In 
the first place, thi* “ orthinlox ” ideal of fret* exchange is nt*tHis- 
.sfirily antagonistic to the sway of custom as such — except so far 
as a customary deti‘rmi nation of the jirice of st*rvici s. miKlifiabk* 
fnim time to time by changes in suj»pl} and demand, is (*cf>- 
nomiciilly advaiitjigeous b\ sjiving time and trouble. But, as 
I have alnsidy <#bs<u*ved, in a mmlern industrial (M)mmunity 
(Mistom can hanlly be i\*gardtsl ;is an effectivii economic force, 
,except*s<i far as it lilends with tacit combination — or, 1 should 
J)erha})s .siiy, tends ta turn int<» coml)ination when ivsist<*<l. 
If A jiays B for ceilain servict*s a customary jnice which he 
•lx*lieves to be above tin* coinjictition j)rice, it is gener.illy undor 
the condition <»f both b<»ing aware that the majority of B'.s 
felluw-lal>oiirers w^ould, if m'cessjiry, combine with him in re- 
fusing iwcept a lowi*r jirice. How far pditic^d ecMjnomy, 
ctaisidered sis a doctrine of what ought to be, appivaes of com- 
binations to raise jjricws, when' proo.pted by self-in t<jre.st, I will 
presently consider: meanwhih* thei’e seems m» doubt that the 
influence of economii! discussion has tender! to invalidate all 
quasi-monil oblig^itions founded on customs pui*e ami simple, 
.substituting for customary terms of exchange conrlitions deter- 
mined by definite agreements freely entercMl into. 

• The dutj’ of obs4.;rving such engagements was srj clearly 
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recognised in pre-ccononiic morality that it can hardly be said 
to have been made any clearer through the teachings of econo- 
mists, though no doubt these have dwelt with strong emphasis 
on the hmdamental importance of this depirtment of morality 
in a nuKlem industrial ccnnmunity. It is rather in the de- 
termination of certiiin doubtfid jMunts that arise when we try to 
dc‘fine exiictly the conditions under which an agreement is to 
b(" reganled as really embodying the free choice of lx>th con- 
tnurting juirties, that the influencx^ of politicxil economy api)e{U-s 
to bi‘ tracx'ablc*. It is admitted that, generally 8|)e.aking, any 
“ really free ” exchange of (iomnuxlities which the exchangers 
have a right to dispose of is legitimate and should l)e held 
valid, and that “mil fi-eedonr* exclmles (1 ) fraud and (2) undue 
influence: but h(»\v are we to define th(‘se latter terms? Is A 
justified in taking any jul vantage that the law allows him 
(1) of the ignorance and (2) of the distress of K — 8up]»osing 
that A is n(»t himself the caus(' eith(‘r of the ignorance or of the 
distn:‘ss ? If not, to what extent is he justified in t^fiking such 
jid vantage ? In the answei's that thoughtful p(*i‘sonR would 
givi^ to th<‘se questions we mav% I think, trace tlu‘ influence 
of economic considenititms, limiting the ])lav of the natural 
or moral sentiments of sincerity and symj»athy. 

To Ix'gin with the cjise of ignorance: wi* should not blame 
A for having, in a negotiation with a stmnger' B, tiiken ad- 
vant^igc* of B’s ignorince f»f facts known to himself, pn>vided 
that A*s supi'rior knowledge had been obtained by a legitimate; 
use «)f diligence and foresight, which B might have used witfi 
equal success. We should praise A for magnanimity if he for- 
bort* such mlvankige : but we should not blame him for tjiking* 
it, even if the bargiiin that B w.-is thus led to make wore ]:>osi- 
tively injurious to the latter, supposing that the injury would 
otherwise ha\H» fallen on A, so that there is only a'transfcr and 
not an incrt'ase of damage. For instance, we should not blame 
a man for selling in op(*n market the shares of a bank that he 
believed was going to break, if his belief was founded, not on 
information privately obtained from one of the partners, but on 
his own iibst'Tvations of the biink's }>ubiic jicts or on the judg- 
ment of other exjH'rienced outsiders. Again, if a man has 

* I Bay “a HtraiiKer,'’ bccauBe even a sliglit degree of friendnliip between the 
parties ivould render hucIi a bargain a betrayal of implied confidence. * 
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discovered by a legitimate*, use of geological knowledge* and skill, 
that there is probably a valuable mine on a ja’ece of land owned 
by a stranger, reasonable pei-sons would not blame him for 
keeping the discovery s(».cret until he had bought thi* land at 
its market value. And what jirevents us fitan censuring in this 
and similar ctisos is, I contieive, a moit* oi- less conscious a]»pre- 
hension of the indefiniti* loss to th<* wealth of ih<* ctnurminity 
that is likely to rt‘sult from any elf(*cl.ivt* social restrictions (»n 
the pui-suit and ex(‘rcise of kn<»wledge of this kiml. Such 
use six'cial and concealed kn(»wli*dge is only censured by 
thoughtful m(*n, either (1) wlnui it is for some* partii-ular rt'ason 
against tht* ])nblic int(Tt‘st, as (e.tf.) if mi'inhers «»f a c.danci, 
wen* to turn their foresight of jM)liticjd t*vents to acc<»uiil <»n the 
Stock Exchange: <»r (2) when tin* pt*i-son using it has obtained 
it in some way having a taint of illegit.iiiuu*y, as by betniyal 
of e«)ntidenee, intrusion into |aivac\\ A'c. : or (.‘1) when the 
pemon of whom advanUige is taken is llnuighl lo h.ive some 
claim on the oth(‘r b(‘Voial that of an onliiiarv stranger. 

§ 2. L<*t us now consider the <jUestion that arises whi'U \m\ 
try t<> define the mond eoeivion or undue jnessun* that n‘udersa 
exmtract unfair; namely, h<av far A may legit iuiat.el\ take advati- 
tiige of the urg(*nt TU‘<*d t)f H to raise the ]»rice of a eoutmodity 
^sold t-o the latter, sup])osiiig that he is in iio wa\ resjMUisibli* for 
this urgent need. The question is one, J think, of eonsiflerable 
jiractieal in^i'jilexity l^o onlinarv mirifls; and it requiw's some* 
/•an* iiPdistinetion and analy.sis of ea.ses to give even a t.oleral»ly 
sjitisfjictorv answer t.o it. In the first place*, when* P is under 
the pressure of exw!j)tional an<l sudden e*me rgencv, in which A 
Tnis a sjx'cial o])portunily of n*ndering assistance, while the n* i d 
is so urgent that there* is no rewan fe»r e*ompe*titie>ri te» e>p<‘rate*, it. 
sei'ins certain that A weadd be ge*ne*ndly blamed f«»r e*\ae*ting 
for his service the full ])riee which it is B’s intere*st to pjiy : and 
this wenild ne>t only Ixi true in cfiso.s ot dange*r to life* e)r health, 
where humanity seeiiw more obviously to dictate* unbargain<*d 
jissisUnce, but even where it is a nie^re quesr.ieai ed' saving pro- 
jxrty. For instance, we should consider it extortionate in a 
boatman, who happened to be* the only man able U) save valu- 
able we^rks of art from Ixing lost in a river, to demand for his 
s€*rv]ces a reward manifestly Ixyejiid their normal price ; that is, 
beyond the price which, in e^rdinary eircumstance;h, comjM^tition 
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would determine at that time and place. Still, it is by no 
means clear that such extortion is “contrary to the principles 
“ of political economy *’ as onlinarily understood. E^M^nomists 
assume in their scientific discussions — frequently with more 
or less implieil appiDval of the conduct assumed — that ever}' 
enlightened person will try to sell his commodity in the dearest 
market ; and the dearest market is, ceteris 'paribm, wherever 
the need for sucli commodity is greatest. If, therefore, the 
need of a single individual is sj^ecially great, why should not 
the prici* d(‘manded fi-om him rise proportionally ? It aj)- 
]>eai's to me that it is just at this that therc^i is a 

f)alj)al)le divcu-genc*; l>etween the mere abstmct exposition of 
the ri‘sults of natural lilsu-ty which deductive economic science 
])i‘ofesst^s to giv(‘, and the general justifittition of natural liberty 
which ]K)Iitinil economy is tnulitionally held to include, and 
upiin which its ]iractical influence largely depends. Enlightened 
self-interest, in tin* circumstances supposed, will prompt a 
man to iisk as much as he can get: but in the argument that 
sh(‘ws th(‘ ])]ay of s(»lf-interests to lead to just and exis^dient 
results it is jissumt^d that o|H‘n com])etition will pjwent any 
individual fr(»m raising his price materially above what is re- 
quired for a due mluction of the demand. The price Jis thus 
determined comiK‘titively in an ideal market ]>n^sents itself as^ 
the /oVr and — generally s] leaking — morally right price., because it 
is oliviously an economic gain that the su])]ily of any commodity 
should Im» transferred to the isuxons who value it most nink primd, 
facie just that all siqqiliei-s of similar commodities should l)e 
j>aid the saim*. In exacting tus much as this, the atdf-intc*rest of 
thi‘ s(dler seiuus to be working as a neci*ssarv factor in the malisa- 
tion of the t»conomic hanuoiiy of society : but any further exac- 
tion which an accadental abseiict* of comjietition may ivuder 
jiossible shews egoism anarchical and discordant afed, therefore, 
lit) longer under the aegis of economic morality. Such exaction 
could only avoid moral disappi-obation if the exceptional fi*eedom 
fhim coin|)Otition, of which the seller takes cul vantage, were due 
fort*aight on his pirt which it is for the geneml interest to 
encourage : but this Ciise, I imagine, is rare. 

The conclusion, on the whole, would seem to be that while it is 
generally extortiemate in an individual to tike advantage of the 
exctqitional need of any other individual to drive a bargain with 
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him on harder terms than he could obtain if conii>etition wen* 
effectively o|)en, it is not generally unfiiir for a cIjuss of jKM’stms 
to gain competitively by the unfavourable ociniomic situation of 
any class with which they deni : at lesvst when this situation is 
not due to sudden calamity incaj)iible of being fuvseen, but to 
the gradual action of geiieml cjiuses, for the existence of which 
the persons who gain are not specially i\*sponsible. If such cause's 
diminish seriously the social value of tin* si*rvici*s of any class, 
some change in their industnal {losition is undoubtedly rei| 1111*0(1 
ill the interests of the couimunit}*; but tin* corresj Minding diminu- 
tion of their remuneration is a natural luetlnsl of bringing 
about this change, — a methiKl which, though painful, is so 
manifestly efficacious that morality ln‘sitates to inU'i-fer- with 
it by censuring the jiersons whose* self-inteit*st prompts its 
application. In (extreme cases, iinh'ed, as whm* lal>our is n*- 
nuinorated at a rate insufficient to provide* the lu'cessaries ot 
life without an (*xhausting amount of toil, stn*ng /ensun* is 
unhesitatingly jjassed by tin* common mond si*ntiim‘nt of the 
community. It seems, howev(*r, doubtful how far this c(ui- 
Hun?, as it is usually applit‘d, can be justifii d on n*rtection. For 
if pei'sons who buy or sell to tin* poor(*st class nvr hlamt'd as 
immonil for buying lalsair or selling housi-nM>m or oiln*r eom- 
iiioditios at the market-price, th(*re is a s«*rioiis dangtu* that sueh 
censuiv, while it will not pr(*v(‘nt theso mressary trad(*s from 
*l)eiug carried (Ui, will tend to keep them in the hands of jm-i-soiis 
^of lo\\’*moraIity, and thus indin'ctly aggravate instead of miti- 
*gfit.ing the distniss which gives rise to the censiin*. \\ any rate 
if we condemn “ sweatei-s,” slop-sho]» d(‘al<'r-s, and ollu*r small 
•tnwlei*s who “grind the fac(*s” of the poor hy taking full advantage 
of com|»etition, it should Ik* ratln*r for want of iMUievoleuee tiwiU 
for want of justic(^; and tin* (tondenmaf ion should be eAteruhsl 
to other ]Kirsoiis of wealth and leisure who are aware of this 
disease of the social organism an^^l are making no efforts t(j 
rtunove it. That such •L'ffoits ongli. to Ix^ made is und(‘niabl(‘ ; 
but the (*xact form that th(*y will take if ioost wisely dii*ect(*d 
must de[K*rnl upon the partieidar conditions of tin* lal)ouifirs in 
question. 

§ 3. There is anoth(*r (}uestion nunaining. If, on tin* grounds 
alK)Ve explained, the fair ])rice of a commodity is the )»rice that 
a» ideal com]Xftitioii would determiin,*, it si.*ems t<i follow that a 
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irionopoliBt who raisc^H his prices by an artificial restriction of his 
commodity — not mendy availing himself of the advantages of 
natural scarcity — is to lx* disapproved as deliberately sacrificing 
common to private* inten*.st. And I think some degree of dis- 
apjiroval is genenilly felt for this la-ocedure ; except so far as 
the totjil rowan! thus obtijiined by th<i monopolist is thought to 
l>e |M)ssibly not mon^ than a normal remun(*ration for the total 
lalxiur and outlay that h<* has been rtiquired to give in order to 
bring his (*ommodity to market — as may (‘Jisily Ik* the cast* with 
monopolirN st‘cured by jKitents or copyrights. 1 am not* sure, 
however, that the t<*aching of “ orthodox ” |M)litical economy 
has actually t4md<‘d to siijiport this disiip))i*oval ; la'causc* it has 
often pnMluced a blind confidence in the economic harmony 
ri‘sulting from natural lilM‘rty\ which has obscurt'cl men’s ]K*r- 
e.epti<»n of the op])osit.ion betwet*ii the |K‘Cuniary interests Of 
a monoyiolist — even when the* mono])oly is natunil — and those 
e»f the* community. This o}>|N)sition, 1 think, has In'en mon* 
clearly seen in (%*us(‘s when* the* motmjioly rc*sults from combina- 
tion: the* mising e»f ]>rices by “rings” is held to be “shaqi 
“ [»nictic<*” by many trad(*rs anel by the gen(*ml sense of non- 
trail(*rs. In rece*nt tim(*s, indeed, a disposition has prevailed 
aineaig jiliilaiithropic jM*rsons to exempt from this disjipjin^val 
combinatieais eif workmen to raise wag(*s, evc*n when tlujst* have 
iH'eii sei*n to involve some*, n^striction in the sn])])ly of the 
ceannuKlitv furnish<*<l by the ceanbining workmen; but there are^ 
various sp(*cial reasons for this exception. 1. So far as such 
combinations have aimed at resisting a fall in wages rather tharf 
(obtaining a risi*, the result sought— though no less divergent 
from the normal i*ff(*ct of competition — hiis not offended the* 
monil s(»nse of the community: iMirtJy from a general sympjithy 
with the distr(*ss causi*d l)y loss of incoim*, and a s(‘nse of the 
advantage id' ])i-otectmg the incomes of lalioureisfci from the 
fluctuations that, the changes of modern industry naturally bring 
with them : ]Kirt.ly too, perhaps, becausu the old pre-economic 
identification c»f “customary price” and “fair price” has not 
alti»gether lost its influence even with the disciples of economists. 
2. Even when combinations of employed labcnirers have aimed 
at raising wages, the effort has usually been made when their 
emj)loyei*s have been believed to be making profits aliove the 
average: and a vague notion of imjtlied partnershi}* ainoqg 
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pnKiucera lends to this iittempt a certiiin air of resistance to 
unfair division of gjiins among partners. S. The difficulty of 
preventing combinations of employers — esiwscially tiicit com- 
binations — and the tact that large employers have frequently 
a })artial monopoly from the very magnitude of their business 
confer on the (u)unter combinations of the employed, to an 
indefinite extent, the character of legitimate self-defenci*. 
4. Even independently c»f combination on the part of em- 
ployers, their services tend to Ik* piut?lui.si*d by society at high 
scarcrky values, owing to circumstances before (*xplaiiusJ ; mul 
it seems not illegitimate that other p(*i-sons dealing with them 
should make a systematic atteiiqk to get some share* of thc'si* 
hirger gains, if this ctin be done in the mere (*xen*ise of iioedom 
of contract*. 

We have se(*n in an earlita* chapter that there are various 
other ways, not strictly involving violations of law or contract, 
in which individuals or combinatums may promote their 
interests at the exjiense of the community. Thus thi\v may 
raise or maintain the price of their servict^s by incnijising the 
need that others hav(* of them — as when solicitoi's encourage 
litigation — or by resisting the intnsluction of more economic^il 
methisls of stitisfying this m*ed — as when artisjins combine 
against machinery; or, again, within a margin allowed by the 
inevitable vagueness of their contra(;t, they may reduce th«^ 
•(piantity or quality the s(*rvi(;es thal» tln*y have* engaged to 
^rendcirii; or they may make what seems, rath(*r than what is, 
^iseful, and endeavour to succeed by obtnisivt* advertistuneiit 
rather than 8Uj)eri()r workmanship. The vague condemnatimi 
•passed by the monil sense of the community on tliese and 
similar anti -social jjmctices tends to be shaipened by a keen 
appixihcnsion of their economic conse(]U(‘nces ; though it would 

9 

' Soe Hook II. V. ix. 8 3, and Hook rii. c vL 8 fk 

- It Ih soiuctimeH said tliat ** every worki* m should always do his lh‘8t work 
but the principle seemB ambiguoas and misleading, uince in fa<'f one not un- 
common mode of enlarging nnecouomically the field of eniploymunt for certain 
kinds of labour is to make productH mure fiuihhed and elalnirate than is required 
for the purpose for which they are to be used, and to charge accordingly. The 
right piinoiple Hecm» to be that every workman whould do for tiie purchaser of 
his laliour the kind and amount of work which HeemH best adapted to the pur- 
chaser’s ends, furovided the latter ih willing to pay the price which the requisite 
la^ur would fetch if otherwise applied. 
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seem to have been rather blunted than otherwise by the influ- 
ence of the writings of the latsser faire school, owing to their 
too optimistic reliance on the ultimate tendency of mere self- 
interest to eliminate the evils condemned. It may indeed be 
tnily said that such practices are often, in the long run, contrary 
to the interests of the jKjrsons who have recourse to them ; but 
in othcT cases, esjKJcially when itmdered respectable by custom, 
it seems impossible to pi-ove that they are not really the 
re»uliest way to private gain; and certainly they are often 
ju<lged to be so by the iiuijority of persons most keenly 
concerned in estimating their utility for this end. 

§ 4. A consideration of fju^ts like these k^sids us natumlly to 
the widest and deepest question that the subject of the pR^sent 
chapter suggests: whether, namely, the whole individualistic 
organisation of industry, whatever its material advantages majr 
lM^ is not ofKm to condemnation ;is nulicially demomlising. 
Not a fi^w t‘uthusiasti(*^ persons have been led to this conclusion, 
pirtly from a (?onviction of the* difficulty of demonstrating the 
genenil hannony of ])rivati‘ and common interest, — even if we 
supp<iHC a perf<<c*tly adminis<.en*d system of individualistic justice, 
— partly from an avtixion to the anti-social temper and attitude 
of mind, pr<Kluced by the continual struggle of competition, 
<'ven when* it is admitted!}" julvantageous to produclion. Such 
moral avereion is certainly an impirtant, though not the most 
powcirfiil. element in the imj)ulsc*s that, leml thoughtful persons' 
to embrace some fbnn of socialism. And many who are not 
scK'ialistK, ri‘gai’ding the stimulus and direction of energy given* 
by tin* existing individualistic system as (juito indispensable to 
huimm society as at iiresent constituted, yet feel the moral need • 
of some means of developing in the members of a modem 
industrial community a fuller consciousness of their industrial 
work as a s(K*ial function, only rightly iH.*rfonned%when done 
with a conlial rt'ganl t-o the welfiire of the whole society, — or 
at least of that jKirt of it to which the work is immediately 
useful. From this point of view great interest attaches to the 
development of what is called, in a sjKJcial sense, “ co-operation,” 
by which the cimflict of interests — either between producers 
and consumers, or between diffen.'nt sets of workem engaged 
in the sjime productive industry — has been more or less sub- 
onlinated to the consciousness of associative effort for a commgn 
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good. Any experiment of this kind that is economically suc- 
cessiiil is tp be welcomed as a means of education in public 
spirit, no less than for its more material advantages. 

Meanwhile it is always open to any individual who dislike^s 
the selfish habits of feeling and action naturally engendered by 
the individualistic organisiition of society, to cxnintemct them 
in his private sphere by practising and commending a voluiitiiry 
redistribution of wealth for the benefit of othei*s. This l(*ads 
me to the considemtion of the influence exorcised by )K)liticaI 
econoijiy on the moral sentiments and judgments of instructed 
persons in respect of this redistribution. 

§ 5 . Ever since Christianity has been the esL-iblished religi«)n 
of Europe, thoughtful and conscientious rich pi'i^sons have I'ound 
a serious difficulty in providing themselvc‘s with pi‘rfectly satis- 
factory tu^uments in support of the customs of luxurious jirivate 
<5Xj)enditure to which they have commonly conformed, in view of 
the obvious happiness that might be pnxluced by dcvi ting thc*ir 
superfluous wealth in some way to increjusc, the scanty incomes 
of the ]XK)r; and it is a matter of some intenvst to (jonsidcr liow 
far incxlem political (economy hjis diminishi'd or incn^ise*! this 
difficulty. I conceive that it has operated to a (jonsiucrable exti-nt 
in both dircKjtions ; so that its re.sultant effect is rathcir hard to 
ascertain. On the on<* hand, it hsis exj)loded tlu* comfoHable 
belief that the. luxurious exjienditure of th(‘ rich is on thi^ whole 
the source of wages to the poor; it has pointed out that though 
laboui'is no doubt employed in insiking tht; luxuries, still if the 
Wioney spent on them wore given to the j)oor, lal><)ur would be 
no less employed in milking the additiouiil comforts of the 
Jatter; they would get, sjx'aking broadly, the siime wage.s and 
the gifts iis well. Again, iijiixrt from iiny particular doc.triiies, 
the general habit of contemidating society in its etimoinic 
asjx'ct tem|g to impri'ss powerftdly on the mind the grwit 
waste of the material means of happiness that is involved in 
the customaiy’ exjjericbtuiv oven ol* the lUfist r(\spectiible rich 
jiorsons. On the other hand, though ]»olitical economy hiis 
hardly had anything positively mnv to teach to nxjwTicnccHl 
persons with regard to the danglers of almsgiving, it has cer- 
tainly tended to make the common view^ of these dangers more 
clear, definite, and systematic. It has impressed forcibly on 
ingtnicttd minds the general rule that if a man s Wfints are 
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supplied by gift when he might have supplied them himself , by 
hanler work and greater thrift, his motives to industiy and 
thrift tend to be so far diminished ; and not only his* motives, but 
the motives of all persons in like circumstances who are thereby 
led to ex|)ect like gifts for themselves. If, indeed, almsgiving 
could be confincid to the relief of distress against which pro- 
vision could not have been iiuirle, this danger would l>e elimin- 
atcMl ; but it is obvious that any imjiortant and widespread source 
of distress, though perhajis incapabki of being foreseen in any 
]iarticular wise, is — by the very fjiet of its frequency aivl im- 
)>ort.aiice — ('ayiable of being foreseen Jis a general probability, so 
that provision may be iiijide against it by insurance or other- 
wise. If, finally, it bt* said that the jioorest cLiss of labourei's 
have no sujierfluoiis wealth froin which to make such provision, 
jHilitical iiconomy answem with undeniable force that they can 
at any nite defer th(*. rcsjionsibility of increfising the population 
until they have sjived the minimum required for security 
against the jiecuniary demands of ordinary misfortunes. It is no 
doubt ]Missible for an almsgiver in jiarticiilar cases to convince 
hiinscdf that his gift is not likely to entail any material en- 
couriigmuent to improvidence ; but he can rarely be quite surt' 
of this; and the general sense that cai*e and knowledge are 
it*(|uired I'ven t<i minimise the danger hjis caused almsgiving to 
be now reganlod as a difficult art, instead of the facile and 
a})plaud(*d indulgence of the pleasumble impulses of benevo-^ 
lence that it once 8eeme<i to be. From such an art , selfish, 
inert, or frivolous persons, if duly instructed, have a naturaf 
disposition to keep altogether aloof. But there is reason to 
hope that, in minds of nobler stamp, the fiill perception of the, 
difficulties and risks attending the voluntary redistribution of 
wealth will only ac-t as a spur to the sustained intellectual 
Jictivity required for the siicces.sful iiccomplishn^ent of this 
duty. 
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52; Art of, 395-8; influonoe on 
popular ethical conceptions, 603; in 
relation to privato morality, 581 neq. 
Poor Law (English), 49, 110, 526, 
538 aeq. 

Poor Relief and Wages, 316, 7 
Population, increase of, 147-58, 398, 
526, 531 

Post Office, 444, 5 
Potential price, 132 
Price, meaning of the term, 179, 185; 
natural and market, 204, 5 ; in in- 
ternational trade, 217, 8; extortion- 
ate, 389; “customary ” and “ fair,” 
588 

l^rioe (Bonamy), 51, 229 n, 
Primo^iture, Law of, 435 
PrivateMorality and Political Economy, 
581-92 

Private Property in Land, 501 aaq. 
Produce of labour, 89 ; 98, 9 ; 173 
Producers’ Wealth, 86-9, 172 
Producers’ Capital, 139 
Production of Wealtli, 24-C; method 
of enquii^, 87; how influenced by 
Distribution and Exchange, 55, 6; 
causes of variation in, 96-125 ; 
fundamental questions, 99 ; laws of, 
142-67 ; cost of, 196 aeq . ; Art of, 398 
Products jointly produced, value of, 
205-7 

Professional fees, 389 
I’rolit, use of the term in a wide sense, 
126; distingnished from Interest, 
162 n . ; the shore of the employer, 
175 ; critidsm of Cairnes’s view, 200 
acq, ; normal profit, 205 n. ; rate of 
profit, how determined, 830 aeq, 
Profit-Sharing, 118-22 
Property, Right of, 420, 482-6 
Protection of Native Industry, on 
military grounds, 422, 3; a&pted 
by most civilized nations, 485, 6; 
broad rule of ** taxation for revenue 
only,” 487 ; temporary protection in 
certain ciroamstanceB defensible, 
488 aeq,; from the cosmopolitan 
point of view, 488-91; from the 
national point of view, 492-5 
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Prudential restraint on Popnlation, 
155, 158 n. 

Prassia, right of digging for minerals, 
476 91.; aid to peasantry to pass 
from fendal semi-servitn^ to pro- 
prietorship, 587 
Poblio Finance, 544-80 

** Quasi-Gost of Prodaotion of Labour, 
815 

QnaBi-goremmental action, 440 
Quesnay (F.), on Agricolture, 17, 8 

Bailways, may yield a surplns analo- 
gone to rent, 297 ; as affecting public 
and private interests, 408; govern- 
mental management or control, 
44(M 

Bailway rates, 556-8 
lian- Wagner, 407 n. 

Baw Materials of Production, 284 
Beal income, 178 
Beal price, 218 
Beal value, 66 

Beciprooal Demand, Equation of, 
212 

IteligiouR Worship and Instruction, 
466 

Bent, Bioardo’s view of, 284 ; tliroe 

theories' combined therein, 285; 
“ economic ’* rent, 285 ; popular use 
of the term, 285; rent and *‘hirc,*’ 
286 ; regarded as price paid for use 
of the ** original and indestructible 
powers of the soil,*’ 286; competitive 
dotenninatioii of, 289 ; of di^r 

forasts, 280, 96 ; margin of culti- 
vation,” 291 ; difficulties in framing 
rent-contracts, 298-6 ; rent of mines 
includes rent and royalty, 296, 7; 
Bicardo's conception applicable to 
building land in towns, 297 ; rent 
of land used for railways, 297 ; cases 
analogous to rent, 297, 8 
** Bento ” (French term), 285 n, 
*‘Besumption ’* controven^, 226 
Retail trade, 411 

Ricardo (1).), 1; attacks upon his 
method, 6; J. B. Mill’s relation to 
Ricardo, 9-11; Ricardo’s use of 
the term natural,” 21; on value, 
66, 74; on racasuremont of wealth, 
81; his definition of capital, 129; 
on law of diminishing returns, 152; 
his doctrine of a natural rate of 
wages,” 157, 816; on differences in 
wages, 200 n, ; his theory of value, 
202 srg. ; his doctrine of rent, 285 
MV/., 883; identification of capitalists 
and employers, 881; attitude to- 
wards natural liberty,” 400 


Rich persons, expenditure of, 404, 
591 

*vBiC^t to Labour,” 581 seq. 

Bight of Property, 420 
Bings, ” the raising of prices by, 
588 

Roads, governmental intervention with 
regard to, 489, 40 
Bosener (W.), 102 n. 

Saving, drcumstances affecting, 160 
seq. ; effect of taxes on amount of, 
567 

Say (J. B.), 38, 4 
Scarcity Value, 190-2 • 

Scrope (G. Ponlett), on a tabular 
stands^ of value, 454 n. 
Second-hand supply, 188 ; 207, 8 
Securities, markets for, how affected by 
speculation, 195 n. ; effect of rate of 
discount on price of, 254; circurn- 
stances affecting price of, 266-8 „ 

Self-interest, effects of, 401 
Senior (N. W.), 2 ; 16 n. ; 26 ; 29 ; 30 ; 
qualification of extreme deductive 
view, 48 ; 88 n. ; his view of interest, 
261 ; 514 

Sliding scales, 121 n., 542 
Slop-shop dealers, 587 
Smith (Adam), 6; his treatment of 
political economy, 16 sfiq, ; on differ- 
ences in wages in different employ- 
ments, 42, 8 ; 47 ; on the measure of 
value, 67 w. ; 87 ; 96 ; on division of 
labour, 118 ; on capital, 187 ; 147 ; 
189 71.; 199 ; on inequalities of wages, 
320 Ma/., 885, 862; his view of the 
end aimed at by politick ecomony 
regarded as an art, 896 ; on Laiftner 
Faire, 399 seq . ; 421 ; his oomrSenda- 
tion of the English Navigation Laws, 
422, 8; on the Colonial Policy,” 
468, 9; on wealtli and happiness, 
518 ; 544 ; 560 ; his second canon of 
taxation, 563 
**Smithianismas,” 6 
Social Capital, law of increase of, 
165-7 

Socialism, 67, 513-6, 52i^q., 590 
Society, individualistic organisation of, 
498 »eq. ; science of, in relation to 
political economy, 29 tteq. 

Soetbeer (A.), on consumption and 
supply of gold, 453 
Speculation, effects of, 194-6 
Spontaneous gifts of nature, 173 
Standard of Comfort, 816, 537 
State, see Government 
Stephen (Sir James), 3 n. 

Stenart (Sir James), Inquiry into 
Prhiciples of Political Economy, 15 « 
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SabBistenoe, inoreaBe of moans of, 
156 n. 

Sweaters,*’ 587 

Tabular Standard of Value, 453 ncq. 
Taxation, not the sole mode of pro- 
*viding for the pecuniary needs of 
government, 545 aeq. 

Taxes, dhe of the sources of public 
revenue, 549 ; how to be distinguished 
from earnings of government, 558 
seq. ; not always proportion^ to 
services rendered, 559 aeq. ; con* 
sidemtions that should have weight 
in the selection of taxes, 50*2 aeq,; 
degressive and progressive scale of 
taxation, 567 n . ; incidence of taxes 
hard to determine, 5G9 aeq, ; taxes 
on special classes of persons, 571; 
on wages, 571 ; on particular kinds 
•of durable wealth, 572; on laud, 
572-4 ; on production, 574 aeq, ; on 
inheritance, 579, 80 
Teohnidal Education veraua Ap- 
prenticeship, 465 

Thornton (W. T.), au Labinu\ 4, 80, 

• 187 n., 409 n. 

Token coins, 240, 146 n. 

Tolls, 440 

Tooke (Thomas), IHatory of Pricea^ 70 
Torrens (Colonel), 8 
Towns, growth of, 383, 4 
Trade Developments, formerly pro- 
tected by legal monopolies, 367 ft. 
Trades Unions, 111; 338; their methods, 
348, 9 ; conditions for their success, 
^ 349-54 ; their influence on mobility 
of la^ur, 376 ; 109 ft. ; 588, 9 

* Truck,” 427 

Trustworthiness in workmen, 321 n. 
Turnpike Trusts, 440 n. 

Cnder-Production, 369 
Unearned Increment ” in the value 
of Land, 508, 9 
Use, Value in, 63, 74 
Useful and Utility, meaning of Uie 
terms, 63 

Utility, Final, 75 ft., 82, 3, 186 


Vagrants, 634 n. 

Value, as treated by Kicardo and 
J. B. Mill, 10; in use and in ex- 
change, 63; definition and measure 
of, 63 aeq, ; subjective and objective, 
74 aeq, ; “ real ” value, 74-7 ; de- 
ductive theory of, 170 aeq,; value 
and price, 185; monopoly value, 189, 
90; scarcity value, 190-2; market 
value, 192^; cost of production 
and value, 100 aeq,; international 
values, 209-23; value of money, 
200aeq, ; tabiilai* standard of, 453 

Via iiurtiae^ economic, 373 ; of custom, 
391 ft. 

Wages, reckoned by time, 115; piece 
wages, 115, 6 ; Kicardo’s doctrine of 
wages, 157; the *‘iron law” of, 157; 
use of the term, 175; wages of 
management or superintendent^o, 
176, 201, 2(i2, 330 aeq,, 512 ; com- 
petitive determination of, 299 aeq, ; 
not i)aid out of capital, 306-9; ef- 
fects of maohin^ on, 318; differ- 
cnoes of wages in different occupa- 
tions, 819 aeq. ; net advantages of 
an occupation, 323, 4 ; influence of 
trades-unions on wages, 348 aeq. ; 
“ fair ” wages, 502 aeq. 

Wages-Fund Theory, 4, 302 aeq., 352 

Wakefield (Gibbon) and the Wake* 
fleldian System of Emigration, 472- 
4 

Walker (F. A.), 106, 177, 8, 233 a., 
331, 334 

Walras (Leon), on a combination of 
bi-metallism with a tabular standard, 
456 71. 

Watt’s inventions, 378 

Wealth, the subject-matter of political 
economy, 12; desire for, 41-3, 107 
aeq, ; measurement of, 78-95 ; pro- 
ducers and consumers* wealth, K6 
aeq,; culture, skill, debts, copyrights, 
etc. , how far to be included in wealth, 
89-95 ; relation of wealth to happi- 
ness, 518 aeq. 

Whaiely (B.), 531 n. 











